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PREFACE 


Marketing in a Challenging 
Environment 


A dapting marketing strategies to a changing environment is a major challenge facing 
anagers today. Foundations of Marketing is the leading introduction to marketing 
textbook that has emphasized how foundational concepts and best practices can be used to 
enhance marketing decisions. The fifth edition has undergone extensive revisions to help stu- 
dents understand and apply marketing concepts that can lead to career success. All business 
students need to understand foundational concepts that reflect the real world of marketing. 
This text provides comprehensive coverage of the most important marketing topics. Because 
students often learn through examples, this major revision has updated examples, boxes, 
mini-features, and video cases to reflect the latest developments in the field of marketing. 
Marketing managers are facing turbulent times due to economic uncertainty. Global finan- 
cial markets have been unstable, and an economic recession that started in 2008 continues to 
very slowly recover. This puts a strain on marketers to correctly assess opportunities and threats 
and adapt their strategies. U.S. global corporations like Procter & Gamble are reflecting on 
the economic uncertainty based on increases in commodity prices and consumer spending 
patterns. Companies face foreign exchange rate issues and weak demand in the United States 
and Europe. With gross margins on products falling, companies must make marketing deci- 
sions to help them deal with the current economic environment. To compound the complexity 
of decision making, rapid changes in technology are affecting how consumers obtain and use 
information and purchase products as well as the opportunities for firms to communicate with 
these new realities of the marketplace. 


New to This Edition 


Digital media and social networking have become powerful tools for marketers today. These 
new marketing channels can lower costs, improve communications, provide better customer 
support, address customer criticisms, and improve marketing research. Many companies 
have placed such an importance on digital media that they have begun incorporating it into 
their marketing strategies. Although all elements of the marketing mix should be considered 
when using digital media, marketers should also be aware of the differences between digital 
and traditional forms of media. To address these changes in the marketing environment, 
this edition provides a new chapter: E-Marketing, Digital Media, and Social Networking 
(Chapter 9). The new chapter addresses important e-marketing tools and the use of digital 
media to enhance marketers’ interaction with and access to consumers. The entire book also 
integrates digital marketing concepts and examples where appropriate. 
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or preparing a case, and also approach studying in a variety of ways that might match their 
learning styles. We have approached the development and design of our supplements to meet 
both you and your students’ needs. 


INNOVATIVE AND VALUABLE INSTRUCTOR 
SUPPLEMENTS 


Instructor Resource CD-ROM and Online Instructor Resource Site 


Managing your classroom resources is now easier than ever. The new Instructor Resource 
CD-ROM (IRCD) contains all key instructor supplements—Instructor’s Manual, Test Bank, 
PowerPoint with embedded videos, and ExamView testing software. 


Video Package 


Available on DVD for in-class viewing, and online for student access outside of the classroom 
in the CourseMate, WebTutor, and CengageNOW web-based platforms, the video package to 
accompany Foundations of Marketing, 5e, continues to showcase the nuts and bolts of marketing 
at modern companies. The video segments will help reinforce what your students have learned 
by showing people who are doing marketing every day—and not according to thematic units. 

New to this edition! When viewed online in CourseMate, the video cases have embedded 
assessment questions and exercises that will challenge your student's comprehension of key 
concepts. 


Instructor Manual 


Our Instructor’s Manual is the core of our supplements package. For Foundations of Marketing, 
5e, we have made our popular Instructor’s Manual even more valuable for new and experi- 
enced instructors alike. Here is a list of the features that will reduce class preparation time: 


e A Teaching Resource Guide. 

¢ A pedagogical outline of the key points addressed by the features in each chapter. 
¢ Discussion Starter exercises that include YouTube and other web links. 

¢ Class exercises, group activities, and in-class quizzes. 


¢ Recommended responses and answers to the discussion questions and end-of-chapter cases. 


Test Bank and Testing Software 


The Test Bank is organized around the learning outcomes to help you prepare on a class-by- 
class basis, and all questions are tagged with relevant AACSB standards to help you moni- 
tor trends in student performance necessary for accreditation. The Test Bank is available in 
Windows software formats (ExamView testing software) on the IRCD and the Instructor's 
companion website. With ExamView, you can choose to prepare tests that cover all learn- 
ing outcomes or that emphasize only those you feel are most important. This updated Test 
Bank is one of the most comprehensive on the market, with a myriad of true/false, multi- 
ple-choice, scenario, and essay questions. Our testing database, combined with the ease of 
ExamView, takes the pain out of exam preparation. As well, the Test Bank is available on the 
WebTutor and CengageNOW platforms, which will provide you with the ability to create 


and administer your own quizzes and also create reports for Assurance of Learning purposes. 


CourseMate, WebTutor™, and CengageNOW 


Preloaded with content and available via an access code when packaged with this text, 


CourseMate, WebTutor, and CengageNOW pairs a range of supplemental content with 
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sophisticated course management functionality. You can assign materials (including online quiz- 
zes) and have the results flow automatically to your grade book. Our online teaching and learning 
solutions are ready to use as soon as you log on—or you can customize its preloaded content by 
uploading images and other resources, adding web links, or creating your own practice materials. 


INNOVATIVE AND VALUABLE STUDENT SUPPLEMENTS 


Foundations of Marketing, Se, provides an excellent vehicle for learning the fundamentals. For 
students to gain a true understanding of marketing, however, it’s best if they can apply the 
principles they are learning in the classroom. And it’s best if they have study aids that address 
their particular learning style. Our student supplements meet the needs of a variety of learn- 
ing styles, from visual to auditory, from hands-on to abstract conceptualization. 


CourseMate 


There are a rich collection of study tools that will help your students in achieving a better mas- 
tery of marketing concepts on several platforms. The easiest to use for instructors who want 
to provide students with a range of study tools without tracking their progress in an intensive 
manner is the CourseMate supplement to Foundations of Marketing, Se. Here is a summary of 
the resources that are available in CourseMate, as well as in the other learning platforms. 


¢ The Audio Quizzes, Beat the Clock, Flashcards, Media Quizzing, Interactive quizzes, and 
the sample Final Exam will help students assess their understanding of chapter concepts 
and give them confidence in preparing for higher stakes testing. 


¢ A complete e-book is available within CourseMate so students can access it when and 
where they want to. There is search, note-taking, and highlighting functionality within the 
e-book. 


¢ The Glossary, Learning Objectives, PowerPoint Notes, Videos, KnowNow, and Interactive 
Exercises provide students with study tools that will help them study more efficiently and 
enhance their understanding of marketing. 


¢ The Interactive Marketing Plan provides students with a step-by-step approach to author- 
ing their own marketing plan to better grasp this important marketing activity or prepare a 
marketing plan for a class project. 


e Finally, the Career Transitions section will provide resources where students can search 
for marketing careers that meet their career goals, and search for suitable internships and 
full-time positions. 

Even though CourseMate requires no setup or administrative requirements for adopting 
instructors, you can still check on how much students have studied and how well they have per- 
formed in practice quizzes. Engagement Tracker monitors student engagement in the course. 


CengageNOW 


Ensure that your students have the understanding of Marketing procedures and concepts 
they need with CengageNOW. This integrated, online course management and learning sys- 
tem combines the best of current technology to save time in planning and managing your 
course and assignments. With CengageNOW, you can reinforce comprehension with cus- 
tomized student learning paths and efficiently test and automatically grade assignments. 


WebTutor™ 


Online learning is growing at a rapid pace. Whether you are looking to offer courses at a 
distance or in a web-enhanced classroom, South-Western, a part of Cengage Learning, offers 
you a solution with WebTutor. WebTutor provides instructors with text-specific content 
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that interacts with the leading systems of higher education course management: WebCT, 
Blackboard, Angel, and Moodle. WebTutor is a turnkey solution for instructors who want 
to begin using technology on a Learning Management System but do not have web-ready 
content available or do not want to be burdened with developing their own content. 

By incorporating Web Tutor into your course plan, everyone in your class becomes a front- 
row student. So much more than just an online study guide, Web Tutor offers unmatched depth 
of content and rich communication tools, such as practice quizzes, concept reviews, animated 
figures, discussion forums, video clips, and more. WebTutor’s chat and e-mail software makes it 
easy to set up virtual office hours, which encourages a collaborative learning environment and 
facilitates communication between you and your students. 


Simulations 


Instructors wishing to integrate a simulation into their course can package access to 
Music2Go, a leading simulation from Smartsims. In Music2Go, students take over an MP3 
player division of a large consumer electronics corporation. The division was created to 
launch an assault on the MP3 player market, and students have the opportunity to formulate 
their sales, marketing, and distribution strategy. The challenge is to build their firm into the 
leading player in the market. Students will make all the key functional decisions involving 
price, sales forecasts, advertising, promotion activities, distribution, and research and devel- 
opment over several periods, just like sales and marketing executives in the real world. 

To create the best solution for you and your students, contact your Cengage representative. 


Your Comments and Suggestions 
Are Valued 


As authors, our major focus has been on teaching and preparing learning material for intro- 
ductory marketing students. We have both traveled extensively to work with students and 
understand the needs of professors of introductory marketing courses. We both teach this 
marketing course on a regular basis and test the materials included in the book, test bank, 
and other ancillary materials to make sure they are effective in the classroom. 

Through the years, professors and students have sent us many helpful suggestions for 
improving the text and ancillary components. We invite your comments, questions, and criti- 
cisms. We want to do our best to provide materials that enhance the teaching and learning of 
marketing concepts and strategies. Your suggestions will be sincerely appreciated. Please e-mail 
us at w-pride@tamu.edu or OCFerrell@mgt.unm.edu, or call 979-845-5857 (Bill Pride) or 
505-277-3468 (O. C. Ferrell). 
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STRATEGIC MARKETING 
AND ITS ENVIRONMENT 


Part 1 introduces the field of marketing and offers a broad perspective from which to 
explore and analyze various components of the marketing discipline. Chapter 1 defines 
marketing and explores some key concepts, including customers and target markets, 
the marketing mix, relationship marketing, the marketing concept, and value. Chapter 2 
provides an overview of strategic marketing issues, such as the effect of organizational 
resources and opportunities on the planning process; the role of the mission statement; 
corporate, business-unit, and marketing strategies; and the creation of the marketing 
plan. These issues are profoundly affected by competitive, economic, political, legal 

and regulatory, technological, and sociocultural forces in the marketing environment. 
Chapter 3 deals with these environmental forces and with the role of social responsibility 
and ethics in marketing decisions. 


Economic 
forces 


Promotion 


Distribution 
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Technological 
forces 


CHAPTER 1 
Customer- 
Driven Strategic 
Marketing 2 


CHAPTER 2 


Planning Marketing 
Strategies 27 


CHAPTER 3 

The Marketing 
Environment, Social 
Responsibility, 

and Ethics 55 


OBE ThVie S : 
| Define marketing. 


2 Understand several 
important marketing 
terms, including target 
market, marketing mix, 
marketing exchanges, and 
marketing environment. 


3. Be aware of the marketing 
concept and market 
orientation. 


4 Understand the 
importance of building 
customer relationships. 


5 Explain the major 
marketing functions that 
are part of the marketing 
management process. 


6 Understand the role of 
marketing in our society. 


How Mobile Apps Are Changing Marketing 


Mobile applications (apps) are becoming a necessity in the marketing field. 
Nearly 60 percent of mobile users indicate that they use their phones to shop 
for best prices over the holidays. This is boosting the app market into what 
will become an estimated $40 billion industry by 2014. 

These apps are changing the way marketers operate. For instance, it 
has long been a practice of retailers to match competitors’ prices. Before, 
consumers were required to have this information handy prior to entering 
the store. Now mobile apps like PriceGrabber enable consumers to get access 
to competitors’ prices while they are still inside. The rapidly evolving nature 
of the marketing environment creates the need for marketers to react quickly 
with new incentives that customers value. As a result, discounts, gift cards, 
and coupons are becoming increasingly available through mobile apps. 

In addition to incentives, many marketers are using apps to capitalize 
on new promotional opportunities. HeadBlade, for instance, makes razors 
specialized for head shaving. It created the ShaveMyHead app to promote 
the company. The app allows users to import photos of themselves, crop 
their hair, and then choose from over a dozen “bald domes” to see what they 
might look like with shaved heads. ShaveMyHead is increasing brand aware- 
ness for HeadBlade, along with creating a more positive (albeit amusing) 
reputation for the company. 

This wide-scale popularity of mobile apps means that marketers can 
no longer afford to lag behind in their adoption of mobile technology. They 
must be proactive to meet consumers’ growing demands for incentives and 
promotion on the go.' 
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WV, bees applications represent one of many mediums through which companies can 
communicate useful information. All organizations must determine how to develop 
a product that customers want, communicate useful information about it through the use 
of different media outlets, price it appropriately, and make the product available where and 
when consumers want to buy it. Even if it does all these things well, uncontrollable factors 
like competition or an economic recession can affect the company’s success. 

This chapter introduces the strategic marketing concepts and decisions covered through- 
out the text. First, we develop a definition of marketing and explore each element of the 
definition in detail. Next, we introduce the marketing concept and consider several issues 
associated with its implementation. We also take a look at the management of customer rela- 
tionships and then at the concept of value, which customers are demanding today more than 
ever before. We then explore the process of marketing management, which includes planning, 
organizing, implementing, and controlling marketing activities to encourage marketing 
exchanges. Finally, we examine the importance of marketing in the global economy. 


Marketing Defined 


If you ask several people what marketing is, you are likely to hear a variety of descriptions. 
Although many people think marketing is advertising or selling, marketing is much more 
complex than most people realize. In this book, we define marketing as the process of 
creating, distributing, promoting, and pricing goods, services, and ideas to facilitate satisfy- 
ing exchange relationships with customers and to develop and maintain favorable relation- 
ships with stakeholders in a dynamic environment. Our definition is consistent with that of 
the American Marketing Association (AMA), which defines marketing as “the activity, set of 
institutions, and processes for creating, communicating, delivering, and exchanging offerings 
that have value for customers, clients, partners, and society at large.”” Our definition of 
marketing guides the organization of this first chapter. 


CusTOMERS ARE THE Focus 


As the purchasers of the products that organizations develop, price, distribute, and promote, 
customers are the focal point of all marketing activities (see Figure 1.1). Organizations 
have to define their products not as what the companies make or produce but as what they 
do to satisfy customers. The Walt Disney Company is not in the business of establishing 
theme parks; it is in the business of making people happy. At Disney World, customers are 
guests, the crowd is an audience, and employees are cast members. Customer satisfaction and 
enjoyment can come from anything received when buying and using a product. For instance, 
Procter & Gamble’s Febreeze removes odors from clothing and fabric, whereas its Swiffer 
dusters help clean the house quickly and neatly. 

The essence of marketing is to develop satisfying exchanges from which both custom- 
ers and marketers benefit. The customer expects to gain a reward or benefit greater than the 
costs incurred in a marketing transaction. The marketer expects to gain something of value 
in return, generally the price charged for the product. Through buyer-seller interaction, a 
customer develops expectations about the seller’s future behavior. To fulfill these expectations, 
the marketer must deliver on promises made. Over time, this interaction results in relation- 
ships between the two parties. Fast-food restaurants such as Taco Bell and Subway depend on 
repeat purchases from satisfied customers—many often live or work a few miles from these 
restaurants—whereas customer expectations revolve around tasty food, value, and depend- 
able service. 
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FIGURE 1.1. Components of Strategic Marketing 
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Organizations generally focus their marketing efforts on a specific group of customers, 
called a target market. Marketing managers may define a target market as a vast number of 
people or a relatively small group. For instance, marketers are increasingly interested in con- 
sumers who grew up in the digital era. In Europe, 75 percent of those under the age of 18 
are online. In the Netherlands, 93 percent of all individuals between 6 and 18 years old are 
online. In understanding this target market, there has been a tremendous amount of marketing 
research on their behavior and beliefs. In the United Kingdom, young people tend to trust the 
Web more than their parents, with 90 percent using the Web to search for personal advice. The 
“digital generation” represents a unique and specific target market in terms of education, access 
to technology, and individual and/or family income.’ Other companies target multiple markets 
with different products, promotions, prices, and distribution systems for each one. Vans shoes 
target a fairly narrow market segment, especially compared to more diverse athletic shoe compa- 
nies such as Nike and Reebok. Vans targets skateboarders and snowboarders between the ages of 
10 and 24, whereas Nike and Reebok target most sports, age ranges, genders, and price points.‘ 


MARKETING DEALS WITH PRODUCTs, PRICE, 
DISTRIBUTION, AND PROMOTION 


Marketing is more than simply advertising or selling a product; it involves developing and 
managing a product that will satisfy customer needs. It focuses on making the product 
available in the right place and at a price acceptable to buyers. It also requires communi- 
cating information that helps customers determine if the product will satisfy their needs. 
These activities are planned, organized, implemented, and controlled to meet the needs of 
customers within the target market. Marketers refer to these activities—product, pricing, 
distribution, and promotion—as the marketing mix because they decide what type of each 
element to use and in what amounts. A primary goal of a marketing manager is to create and 
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maintain the right mix of these elements to satisfy customers’ needs for a general product 
type. Note in Figure 1.1 that the marketing mix is built around the customer. 

Marketing managers strive to develop a marketing mix that matches the needs of cus- 
tomers in the target market. For example, Netflix has excelled in providing entertainment at 
affordable prices and through distribution channels that consumers want. Netflix currently 
has the highest brand loyalty score according to Brandweek’s Brandindex report. On the 
other hand, Blockbuster, a former market leader in this industry, is currently in Chapter 11 
bankruptcy. Marketing managers must constantly monitor the competition and adapt 
their product, pricing, promotion, and distribution decisions to create long-term success.” 

Before marketers can develop a marketing mix, they must collect in-depth, up-to-date 
information about customer needs. Such information might include data about the age, 
income, ethnicity, gender, and educational level of people in the target market; their 
preferences for product features; their attitudes toward competitors’ products; and the 
frequency with which they use the product. La-Z-Boy furniture has strong brand recognition 
for one of its pieces of furniture, its recliners, but not for its entire full range of traditional 
furniture options. To overcome this narrow perception, the company changed its tagline to 
“Live life comfortably” and brought in Brooke Shields as the company’s spokesperson. The 
ads will target working women balancing careers and families. Research revealed that Brooke 
Shields tests strongly among this particular market segment.° Armed with market informa- 
tion, marketing managers are better able to develop a marketing mix that satisfies a specific 
target market. 

Let’s look more closely at the decisions and activities related to each marketing mix 
variable. 


Product Variable 


Successful marketing efforts result in products that become part of everyday life. Consider 
the satisfaction customers have had over the years from Coca-Cola, Levi’s jeans, Visa credit 
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cards, Tylenol pain relievers, and 3M Post-it Notes. The product variable of the marketing 
mix deals with researching customers’ needs and wants and designing a product that satisfies 
them. A product can be a good, a service, or an idea. A good is a physical entity you can 
touch. Oakley sunglasses, Seven for All Mankind jeans, and Axe body spray are all examples 
of products or goods. A service is the application of human and mechanical efforts to people 
or objects to provide intangible benefits to customers. Air travel, dry cleaning, haircutting, 
banking, medical care, and day care are examples of services. /deas include concepts, philoso- 
phies, images, and issues. For instance, a marriage counselor, for a fee, gives spouses ideas to 
help improve their relationship. Other marketers of ideas include political parties, churches, 
and schools. 

The product variable also involves creating or modifying brand names and packaging 
and may include decisions regarding warranty and repair services. For example, the lawn 
care company TruGreen was originally branded as “Chemlawn.” The company adapted its 
branding and products to provide a healthier and “greener” product offering. 

Product variable decisions and related activities are important because they are directly 
involved with creating products that address customers’ needs and wants. To maintain an 
assortment of products that helps an organization achieve its goals, marketers must develop 
new products, modify existing ones, and eliminate those that no longer satisfy enough 
buyers or that yield unacceptable profits. We consider such product issues and many more in 
Chapters 10 and 11. 


Price Variable 


The price variable relates to decisions and actions associated with establishing pricing 
objectives and policies and determining product prices. Price is a critical component of the 
marketing mix because customers are concerned about the value obtained in an exchange. 
Price is often used as a competitive tool, and intense price competition sometimes leads to 
price wars. High prices can be used competitively to establish a product’s premium image. 
Waterman and Mont Blanc pens, for example, have an image of high quality and high price 
that has given them significant status. On the other hand, some luxury goods marketers are 
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now offering lower-priced versions of their products to appeal to middle-class consumers 
who want to “trade up” to prestigious brand names. Leather goods company Coach has 
shifted its price point on its Poppy line to younger, more price-conscious consumers. In the 
previous year, 30 percent of the Coach handbag line was under $300, whereas this segment 
now represents 50 percent of Coach handbags.’ Other companies are skilled at providing 
products at prices lower than competitors. Apple is a cost leader with its iPad, priced at 
$500. No other company has been able to create a comparable product with prices that low, 
providing Apple with a considerable competitive advantage.* We explore pricing decisions in 


Chapters 12 and 13. 


Distribution Variable 


To satisfy customers, products must be available at the right time and in convenient locations. 
Subway, for example, locates not only in strip malls, but also inside Walmarts, Home Depots, 
laundromats, churches, and hospitals, as well as inside Goodwill stores, car dealerships, and 
appliance stores. There are more than 33,500 Subways in 95 different countries, all of them 
franchises. Six thousand of these are placed in nontraditional locations, such as churches.” In 
dealing with the distribution variable, a marketing manager makes products available in the 
quantities desired to as many target-market customers as possible, keeping total inventory, 
transportation, and storage costs as low as possible. A marketing manager also may select and 
motivate intermediaries (wholesalers and retailers), establish and maintain inventory control 
procedures, and develop and manage transportation and storage systems. The advent of the 
Internet and electronic commerce also has dramatically influenced the distribution variable. 
Companies now can make their products available throughout the world without maintain- 
ing facilities in each country. Apple has benefited from the ability to download songs and 
apps over the Internet. With sales of songs topping $10 billion through its iTunes stores, the 
company has supported growth and global success beyond the presence of physical Apple 
stores selling phones, computers, iPads, and accessories. We examine distribution issues in 


Chapters 14 and 15. 
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Promotion Variable 


The promotion variable relates to activities used to inform individuals or groups about the 
organization and its products. Promotion can aim to increase public awareness of the organi- 
zation and of new or existing products. The band Weezer, for example, promoted its album 
by featuring it on their website, by offering a discount to fans who purchased the CD on 
Amazon.com, and by creating a Weezer Snuggie that could only be purchased as a bundle 
with the CD. The band made a parody video of the famous Snuggie infomercial, featuring 
band members wearing the Weezer Snuggie, and uploaded the video to their website as well 
as to You Tube.!” 

Promotional activities also can educate customers about product features or urge 
people to take a particular stance on a political or social issue, such as smoking or drug 
abuse. For example, the Library of Congress determined that using Curious George in 
its ads to promote childhood literacy would encourage parents to read to their children. 
Studies show that parents’ reading to their children increases the children’s desire to read. 
The tagline for many of the promotional materials was “What makes a curious reader? 
You do!”'! Promotion can help to sustain interest in established products that have been 
available for decades, such as Arm & Hammer baking soda or Ivory soap. Many companies 
are using the Internet to communicate information about themselves and their products. 
Campbell’s Kitchen provides a diverse array of recipes, coupons, and discussion boards 
online to support the sales of its soups.'* In Chapters 16 through 18 we take a detailed look 
at promotion activities. 

The marketing mix variables are often viewed as controllable because they can be 
modified. However, there are limits to how much marketing managers can alter them. 
Economic conditions, competitive structure, and government regulations may prevent a 
manager from adjusting prices frequently or significantly. Making changes in the size, shape, 
and design of most tangible goods are expensive; therefore, such product features cannot 
be altered very often. In addition, promotional campaigns and methods used to distribute 
products ordinarily cannot be rewritten or revamped overnight. 


MARKETING BUILDS RELATIONSHIPS 
WITH CUSTOMERS AND OTHER STAKEHOLDERS 


Individuals and organizations engage in marketing to facilitate exchanges, the provi- 
sion or transfer of goods, services, or ideas in return for something of value. Any prod- 
uct (good, service, or even idea) may be involved in a marketing exchange. We assume 
only that individuals and organizations expect to gain a reward in excess of the costs 
incurred. 

For an exchange to take place, four conditions must exist. First, two or more individu- 
als, groups, or organizations must participate, and each must possess something of value that 
the other party desires. Second, the exchange should provide a benefit or satisfaction to both 
parties involved in the transaction. Third, each party must have confidence in the promise 
of the “something of value” held by the other. If you go to a Coldplay concert, for example, 
you go with the expectation of a great performance. Finally, to build trust, the parties to the 
exchange must meet expectations. 

Figure 1.2 depicts the exchange process. The arrows indicate that the parties communicate 
that each has something of value available to exchange. An exchange will not necessarily take 
place just because these conditions exist; marketing activities can occur even without an 
actual transaction or sale. You may see an ad for a Sub-Zero refrigerator, for instance, but 
you might never buy the luxury appliance. When an exchange occurs, products are traded for 
other products or for financial resources. 
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_FIGURE 1.2 Exchange between Buyer and Seller 
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Marketing activities should attempt to create and maintain satisfying exchange 
relationships. To maintain an exchange relationship, buyers must be satisfied with the good, 
service, or idea obtained, and sellers must be satisfied with the financial reward or something 
else of value received. A dissatisfied customer who lacks trust in the relationship often searches 
for alternative organizations or products. 

Marketers are concerned with building and maintaining relationships not only with 
customers but also with relevant stakeholders. Stakeholders include those constituents 
who have a “stake,” or claim, in some aspect of a company’s products, operations, markets, 
industry, and outcomes; these include customers, employees, investors and shareholders, 
suppliers, governments, communities, and many others. Developing and maintaining 
favorable relations with stakeholders is crucial to the long-term growth of an organization 
and its products. 


MARKETING OCCURS IN A DYNAMIC ENVIRONMENT 


Marketing activities do not take place in a vacuum. The marketing environment, 
which includes competitive, economic, political, legal and regulatory, technological, and 
sociocultural forces, surrounds the customer and affects the marketing mix (see Figure 1.1). 
The effects of these forces on buyers and sellers can be dramatic and difficult to predict. They 
can create threats to marketers but also can generate opportunities for new products and new 
methods of reaching customers. 

The forces of the marketing environment affect a marketer's ability to facilitate exchanges 
in three general ways. First, they influence customers by affecting their lifestyles, standards 
of living, and preferences and needs for products. Because a marketing manager tries to 
develop and adjust the marketing mix to satisfy customers, effects of environmental forces on 
customers also have an indirect impact on marketing-mix components. In response to health 
concerns from consumers, emerging restaurants like Season’s 52 offer a seasonally inspired 
menu with nothing on the menu containing more than 475 calories. The restaurant pays 
attention to portion size, freshness of ingredients, and flavor of preparation using wood fire 
grills and brick ovens to enhance flavors.'? Second, marketing environment forces help to 
determine whether and how a marketing manager can perform certain marketing activities. 
Third, environmental forces may affect a marketing manager's decisions and actions by 
influencing buyers’ reactions to the firm’s marketing mix. 
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Marketing environment forces can fluctuate quickly and dramatically, which is one reason 
marketing is so interesting and challenging. Because these forces are closely interrelated, changes 
in one may cause changes in others. For example, evidence linking children’s consumption of 
soft drinks and fast foods to health issues such as obesity and diabetes has exposed marketers 
of such products to negative publicity and generated calls for legislation regulating the sale of 
soft drinks in public schools. Some companies have responded to these concerns by voluntarily 
reformulating products to make them healthier or even introducing new products. General 
Mills is decreasing the amount of sugar in its cereals so as not to exceed 10 grams of sugar per 
serving (nearly a 10 percent decrease from the previous year) for cereals targeting children under 
12 years of age. Of children aged 5 and under, more than 20 million are overweight. Societal 
concern over obesity is a major health issue facing both children and adults.'* Although changes 
in the marketing environment produce uncertainty for marketers and at times hurt marketing 
efforts, they also create opportunities. For example, when oil prices increase, consumers shift to 
potential alternative sources of transportation, including bikes, buses, light rail, trains, carpool- 
ing, more energy-efficient vehicle purchases, or telecommuting when possible. Marketers who 
are alert to changes in environmental forces not only can adjust to and influence these changes 
but can also capitalize on the opportunities such changes provide. 

Marketing-mix variables—product, price, distribution, and promotion—are factors over 
which an organization has control; the forces of the environment, however, are subject to far 
less control. Even though marketers know that they cannot predict changes in the marketing 
environment with certainty, they must, nevertheless, plan for them. Because these environ- 
mental forces have such a profound effect on marketing activities, we explore each of them in 


considerable depth in Chapter 3. 


UNDERSTANDING THE MARKETING CONCEPT 


Some firms have sought success by buying land, building a factory, equipping it with people 
and machines, and then making a product they believe buyers need. However, these firms 
frequently fail to attract customers with what they have to offer because they defined their 
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business as “making a product” rather than as “helping potential customers satisfy their needs 
and wants.” For example, when CDs became more popular than vinyl records, turntable 
manufacturers had an opportunity to develop new products to satisfy customers’ needs for 
home entertainment. Companies that did not pursue this opportunity, such as Dual and 
Empire, are no longer in business. Such organizations have failed to implement the market- 
ing concept. Likewise, the growing popularity of MP3 technology has enabled firms such as 
Apple Inc. to develop products like the iPod, iPhone, and iPad to satisfy consumers’ desire to 
store customized music libraries. Tablet computers like the iPad and the Samsung Galaxy Tab 
are beginning to overtake PCs in sales. 

According to the marketing concept, an organization should try to provide products that 
satisfy customers’ needs through a coordinated set of activities that also allows the organization 
to achieve its goals. Customer satisfaction is the major focus of the marketing concept. To imple- 
ment the marketing concept, an organization strives to determine what buyers want and uses this 
information to develop satisfying products. It focuses on customer analysis, competitor analysis, 
and integration of the firm’s resources to provide customer value and satisfaction, as well as to 
generate long-term profits.’” The firm also must continue to alter, adapt, and develop products 
to keep pace with customers’ changing desires and preferences. Howard Schultz, founder and 
CEO of Starbucks, demonstrates the company’s grasp on the marketing concept by explaining 
that Starbucks is not a coffee business that serves people, but rather a “people business serving 
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sizing the fact that Starbucks is not only concerned about customers but society as well." organization should try to satisfy 
Thus, the marketing concept emphasizes that marketing begins and ends with custom- customers’ needs through a 
ers. Research has found a positive association between customer satisfaction and shareholder coordinated set of activities that 
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The marketing concept is not a second definition of marketing. It is a management phi- 
losophy guiding an organization’s overall activities. This philosophy affects all organizational 
activities, not just marketing. Production, finance, accounting, human resources, and mar- 
keting departments must work together. 

The marketing concept is also not a philanthropic philosophy aimed at helping 
customers at the expense of the organization. A firm that adopts the marketing concept 
must satisfy not only its customers’ objectives but also its own, or it will not stay in 
business long. The overall objectives of a business might relate to increasing profits, 
market share, sales, or a combination of all three. The marketing concept stresses that 
an organization can best achieve these objectives by being customer oriented. Thus, 
implementing the marketing concept should benefit the organization as well as its 
customers. 

It is important for marketers to consider not only their current buyers’ needs but also 
the long-term needs of society. Striving to satisfy customers’ desires by sacrificing society's 
long-term welfare is unacceptable. For instance, there is significant demand for large SUVs 
and trucks. However, environmentalists and federal regulators are challenging automakers 
to produce more fuel-efficient vehicles with increased mpg (miles per gallon) standards. The 
question that remains is whether or not Americans are willing to give up their spacious SUVs 
for the good of the environment.” 


EVOLUTION OF THE MARKETING CONCEPT 


The marketing concept may seem like an obvious approach to running a business. However, 
businesspeople have not always believed that the best way to make sales and profits is to sat- 
isfy customers (see Figure 1.3). 


The Production Orientation 


During the second half of the 19th century, the Industrial Revolution was in full swing in 
the United States. Electricity, rail transportation, division of labor, assembly lines, and mass 
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production made it possible to produce goods more efficiently. With new technology and 
new ways of using labor, products poured into the marketplace, where demand for manufac- 
tured goods was strong. 


The Sales Orientation 


In the 1920s, strong demand for products subsided, and businesses realized that they would 
have to “sell” products to buyers. From the mid-1920s to the early 1950s, businesses viewed 
sales as the major means of increasing profits, and this period came to have a sales orienta- 
tion. Businesspeople believed that the most important marketing activities were personal 
selling, advertising, and distribution. Today, some people incorrectly equate marketing with 
a sales orientation. 


The Market Orientation 


By the early 1950s, some businesspeople began to recognize that efficient production 
and extensive promotion did not guarantee that customers would buy products. These 
businesses, and many others since, found that they must first determine what customers 
want and then produce those products rather than making the products first and then 
trying to persuade customers that they need them. As more organizations realized the 
importance of satisfying customers’ needs, U.S. businesses entered the marketing era, one 
of market orientation. 

A market orientation requires the “organizationwide generation of market intelligence 
pertaining to current and future customer needs, dissemination of the intelligence across 
departments, and organizationwide responsiveness to it.”*? Market orientation is linked to 
new-product innovation by developing a strategic focus to explore and develop new products 
to serve target markets.*! With an increasing “green attitude” in this country, consumers like 
environmentally responsible products offered at fair prices. To meet this demand, Method 
laundry detergent is eight times more concentrated and can clean 50 loads of laundry from 
a container the size of a small soda drink bottle. Top management, marketing managers, 
nonmarketing managers (those in production, finance, human resources, and so on), and 
customers are all important in developing and carrying out a market orientation. Trust, open- 
ness, honoring promises, respect, collaboration, and recognizing the market as the raison 
detre are six values required by organizations striving to become more market oriented.” 
Unless marketing managers provide continuous customer-focused leadership with minimal 
interdepartmental conflict, achieving a market orientation will be difficult. Nonmarketing 
managers must communicate with marketing managers to share information important to 
understanding the customer. Finally, a market orientation involves being responsive to ever- 
changing customer needs and wants. To accomplish this, Amazon.com—the online provider 
of books, CDs, DVDs, toys, and many other products—follows buyers’ online purchases 
and recommends related topics. Trying to assess what customers want, which is difficult to 
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begin with, is further complicated by the speed with which 
fashions and tastes can change. Today, businesses want to sat- 
isfy customers and build meaningful long-term buyer-seller 
relationships. Doing so helps a firm boost its own financial 
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action mechanism) that affects product development and 

education as to how to use the product. In reviewing cus- 

tomer interaction, Rubbermaid noted that many consumers 
did not understand how to use its “Produce Saver” food storage container properly. When 
the company added use and care instructions to its website, the average star rating (a nota- 
tion of satisfaction) increased significantly. Listening and responding to consumers’ frus- 
tration and appreciation is key in implementing the marketing concept.“ An information 
system is usually expensive; management must commit money and time for its development 
and maintenance. Without an adequate information system, however, an organization can- 
not be market oriented. 

To satisfy customers’ objectives as well as its own, a company also must coordinate all 
of its activities. This may require restructuring the internal operations and overall objectives 
of one or more departments. Walmart, for example, began using barcode technology in its 
distribution centers and stores in 1984, and many other retailers and producers embraced 
the technology within a few years. In 2003, however, Walmart shifted to radio-frequency 
identification (RFID) technology, investing significant resources in RFID readers through- 
out its system and demanding that its larger suppliers adopt the technology as well. After 
suppliers balked at RFID’s cost and poor return on investment, Walmart was forced to drop 
the supplier initiative. If the head of the marketing unit is not a member of the organization's 
top-level management, he or she should be. Some departments may have to be abolished and 
new ones created. Implementing the marketing concept demands the support not only of 
top management but also of managers and staff at all levels. 


Managing Customer Relationships 


Achieving the full profit potential of each customer relationship should be the fundamental 
goal of every marketing strategy. Marketing relationships with customers are the lifeblood 
of all businesses. At the most basic level, profits can be obtained through relationships in 
the following ways: (1) by acquiring new customers, (2) by enhancing the profitability 
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of existing customers, and (3) by extending the duration 
of customer relationships. In addition to retaining custom- 
ers, companies also should focus on regaining and manag- 
ing relationships with customers who have abandoned the 
firm.” Implementing the marketing concept means opti- 
mizing the exchange relationship, which is the relationship 
between a company’s financial investment in customer rela- 
tionships and the return generated by customers responding 
to that investment.”° 

Maintaining positive relationships with customers is an 
important goal for marketers. The term relationship marketing 
refers to “long-term, mutually beneficial arrangements in which 
both the buyer and seller focus on value enhancement through 


Entrepreneurship in Marketing 


Tom Davies Customizes 
Eyewear 


Can't get that pair of glasses to fit right? Tom Davies 
Eyewear, owned by British entrepreneur Tom Davies, 
has the answer with customization. Customers choose 
the frames they desire, and opticians take precise 
measurements to create that perfect fit. Davies utilizes 
a proprietary Internet process called Supertool that 


the creation of more satisfying exchanges.””” Relationship mar- 
keting continually deepens the buyer's trust in the company, 
and as the customer's confidence grows, this, in turn, increases 
the firm’s understanding of the customer’s needs. Successful 
marketers respond to customer needs and strive to increase 
value to buyers over time. Eventually, this interaction becomes 
a solid relationship that allows for cooperation and mutual 
dependency. 

To build these long-term customer relationships, marketers 
are increasingly turning to marketing research and information 
technology. Customer relationship management (CRM) 
focuses on using information about customers to create mar- 
keting strategies that develop and sustain desirable customer 
relationships. By increasing customer value over time, orga- 
nizations try to retain and increase long-term profitability 
through customer loyalty.** For example, Best Buy has a Reward Zone program, wherein 
members collect a reward point for every $1 spent in the store, which can be redeemed for gift 
certificates. Every 250 points earns customers a $5 reward certificate.” 

Managing customer relationships requires identifying patterns of buying behavior 
and using that information to focus on the most promising and profitable customers.” 
Companies must be sensitive to customers’ requirements and desires and establish commu- 
nication to build their trust and loyalty. Pizza Hut, for example, is estimated to have a life- 
time customer value of $8,000, whereas Cadillac estimates their lifetime customer's value at 
$332,000.*! In general, when marketers focus on customers chosen for their lifetime value, 
they earn higher profits in future periods than when they focus on customers selected for 
other reasons.*” 

Because the loss of a loyal potential lifetime customer could result in lower profits, 
managing customer relationships has become a major focus of strategic marketing today. 
Firms need to understand the value of paying customers, but also the value of customers 
subsidized by other customers. Employment agencies, dating services, and even IT provid- 
ers provide the word-of-mouth advertising and social networking value for so-called free 
customers. Customers attracting other customers can grow your business.*? 

Through the use of Internet-based marketing strategies (e-marketing), companies can 
personalize customer relationships on a nearly one-on-one basis. A wide range of products, 
such as computers, jeans, golf clubs, cosmetics, and greeting cards, can be tailored for specific 
customers. Customer relationship management provides a strategic bridge between informa- 
tion technology and marketing strategies aimed at long-term relationships. This involves find- 
ing and retaining customers by using information to improve customer value and satisfaction. 


allows the company’s optician partners to send 
measurements and design choices straight to his 
workshop in China. About a month later, customers get 
their own customized eyewear. The concept has strong 
potential for those who want fashionable frames or who 
have a hard time finding glasses that are the right size 
(e.g., people with small heads often resort to children’s 
frames). Tom Davies products have already taken off 
with celebrities, with customers including Kevin Bacon 
and Middle Eastern royalty. However, at $600, they might 
still be beyond the price range of the average consumer.‘ 


relationship marketing 
Establishing long-term, mutually 
satisfying buyer—seller relationships 


customer relationship 
management (CRM) 
Using information about 
customers to create marketing 
strategies that develop and 
sustain desirable customer 
relationships 
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Value-Driven Marketing 


g - A Value is an important element of managing long-term customer 


relationships and implementing the marketing concept. We 
view value as a customer's subjective assessment of benefits rela- 
tive to costs in determining the worth of a product (customer 
value = customer benefits — customer costs). Value is achieved 
when a consumer gets all he or she wants from the purchase of a 
product. We assume consumers evaluate relevant choice criteria 


to arrive at eventual overall perception of a product’s usefulness. 


a = L A : E ; Eventually, value is obtained by the benefits linked to product 


WAIT r= 


reasonable price. 


value 


At Avis, we're in the business of treating people like people. 


~ 


Value-Driven Marketing 
Avis focuses on value and service quality at a 


i 
oe 


ept, but not everyone y 


eworth — 


attributes and quality performance.™ 

Customer benefits include anything a buyer receives in an 
exchange. Hotels and motels, for example, basically provide a 
room with a bed and bathroom, but each firm provides a different 
level of service, amenities, and atmosphere to satisfy its guests. 
Hampton Inns offers the minimum services necessary to maintain 
a quality, efficient, low-price overnight accommodation. In con- 
trast, the Ritz-Carlton provides every imaginable service a guest 
might desire and strives to ensure that all service is of the highest 
quality. Customers judge which type of accommodation offers the 
best value according to the benefits they desire and their willing- 
ness and ability to pay for the costs associated with the benefits. 

Customer costs include anything a buyer must give up to 
obtain the benefits the product provides. The most obvious cost 
is the monetary price of the product, but nonmonetary costs 
can be equally important in a customer’s determination of value. 
Two nonmonetary costs are the time and effort customers expend to find and purchase 
desired products. To reduce time and effort, a company can increase product availability, 
thereby making it more convenient for buyers to purchase the firm’s products. Another non- 
monetary cost is risk, which can be reduced by offering good basic warranties or extended 
warranties for an additional charge.” Another risk-reduction strategy is the offer of a 100 
percent satisfaction guarantee. This strategy is increasingly popular in today’s catalog/tele- 
phone/Internet shopping environment. L.L.Bean, for example, uses such a guarantee to 
reduce the risk involved in ordering merchandise from its catalogs. 

The process people use to determine the value of a product is not highly scientific. All of us 
tend to get a feel for the worth of products based on our own expectations and previous experi- 
ence. We can, for example, compare the value of tires, batteries, and computers directly with the 
value of competing products. We evaluate movies, sporting events, and performances by enter- 
tainers on the more subjective basis of personal preferences and emotions. For most purchases, 
we do not consciously try to calculate the associated benefits and costs. It becomes an instinc- 
tive feeling that Kellogg's Corn Flakes are a good value or that McDonald’s is a good place to 
take children for a quick lunch. The purchase of an automobile or a mountain bike may have 
emotional components, but more conscious decision making also may figure in the process of 
determining value. 
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In developing marketing activities, it is important to recognize that customers receive 
benefits based on their experiences. For example, many computer buyers consider services 
such as fast delivery, ease of installation, technical advice, and training assistance to be 
important elements of the product. Customers also derive benefits from the act of shopping 
and selecting products. These benefits can be affected by the atmosphere or environment of a 
store, such as Red Lobster’s nautical/seafood theme. Even the ease of navigating a website can 


CHAPTER 1: CUSTOMER-DRIVEN STRATEGIC MARKETING 


have a tremendous impact on perceived value. For this 
reason, General Motors has developed a user-friendly 
way to navigate its website for researching and pricing 


vehicles. Using the Internet to compare a Chevrolet to Brand 
a Mercedes could result in different users viewing each Loyalty 
automobile as an excellent value. Owners have rated Family/ 
the Chevrolet as providing reliable transportation Friends 
and having dealers who provide acceptable service. 
; Consumer 
A Mercedes may cost twice as much but has been Reports 
rated as a better engineered automobile that also has thine 
; . y t t 
a higher social status than the Chevrolet. Different OS re 
Websites 


customers may view each car as being an exceptional 
value for their own personal satisfaction. 66% 68% 70% 

The marketing mix can be used to enhance 
perceptions of value. A product that demonstrates 
value usually has a feature or an enhancement that provides benefits. Promotional activities 
can also help to create image and prestige characteristics that customers consider in their 
assessment of a product’s value. In some cases, value may be perceived simply as the lowest 
price. Many customers may not care about the quality of the paper towels they buy; they 
simply want the cheapest ones for use in cleaning up spills because they plan to throw 
them in the trash anyway. On the other hand, more people are looking for the fastest, most 
convenient way to achieve a goal and therefore become insensitive to pricing. For example, 


Source: USAA Auto Circle. 


many busy customers are buying more prepared meals in supermarkets to take home and 
serve quickly, even though these meals cost considerably more than meals prepared from 
scratch. In such cases, the products with the greatest convenience may be perceived as having 
the greatest value. The availability or distribution of products also can enhance their value. 
Taco Bell wants to have its Mexican fast-food products available at any time and any place 
people are thinking about consuming food. It has therefore introduced Taco Bell products 
into supermarkets, vending machines, college campuses, and other convenient locations. 
Thus, the development of an effective marketing strategy requires understanding the needs 
and desires of customers and designing a marketing mix to satisfy them and provide the value 
they want. 


Marketing Management 


Marketing management is the process of planning, organizing, implementing, and 
controlling marketing activities to facilitate exchanges effectively and efficiently. 
Effectiveness and efficiency are important dimensions of this definition. Effectiveness is 
the degree to which an exchange helps to achieve an organization's objectives. Efficiency 
refers to minimizing the resources an organization must spend to achieve a specific level 
of desired exchanges. Thus, the overall goal of marketing management is to facilitate 
highly desirable exchanges and to minimize the costs of doing so. Companies such as 
IKEA need to manage their product lines to maximize revenue and customer satisfac- 
tion. The company has stopped selling incandescent light bulbs in the United States and 
Canada. The company instead will be selling compact fluorescent, LED, halogen, and 
solar-powered lamps or bulbs.” 

Planning is a systematic process of assessing opportunities and resources, determining 
marketing objectives, and developing a marketing strategy and plans for implementation 
and control. Planning determines when and how marketing activities are performed and 
who performs them. It forces marketing managers to think ahead, establish objectives, and 


72% 


7A% 


76% 


78% 
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consider future marketing activities and their impact on society. Effective planning also 
reduces or eliminates daily crises. We take a closer look at marketing strategies and plans in 
the next chapter. 

Organizing marketing activities involves developing the internal structure of the marketing 
unit. The structure is the key to directing marketing activities. The marketing unit can be 
organized by functions, products, regions, types of customers, or a combination of all four. 

Proper implementation of marketing plans hinges on coordination of marketing activities, 
motivation of marketing personnel, and effective communication within the unit. Marketing 
managers must motivate marketing personnel, coordinate their activities, and integrate their 
activities both with those in other areas of the company and with the marketing efforts of 
personnel in external organizations, such as advertising agencies and research firms. To move 
end of year models, Volkswagen has used a promotion called “Sign- THEN-Drive” to support 
sales. The promotion is tied to many popular models, and the words “Sign- THEN-Drive” 
signifies that the buyer’s security deposits are waived and the first monthly payment is made 
for the buyer. Such a marketing campaign involves print (magazine and newspaper), broad- 
cast (television), Internet, and local store marketing.” An organization’s communication sys- 
tem must allow the marketing manager to stay in contact with high-level management, with 
managers of other functional areas within the firm, and with personnel involved in market- 
ing activities both inside and outside the organization. 

The marketing control process consists of establishing performance standards, 
comparing actual performance with established standards, and reducing the difference 
between desired and actual performance. An effective control process has four require- 
ments. It should ensure a rate of information flow that allows the marketing manager to 
detect quickly any differences between actual and planned levels of performance. It must 
accurately monitor various activities and be flexible enough to accommodate changes. The 
costs of the control process must be low relative to costs that would arise without controls. 
Finally, the control process should be designed so that both managers and subordinates can 
understand it. 


The Importance of Marketing 
in Our Global Economy 


Our definition of marketing and discussion of marketing activities reveal some of the obvious 
reasons the study of marketing is relevant in today’s world. In this section, we look at how 
marketing affects us as individuals and at its role in our increasingly global society. 


MARKETING Costs CONSUME A SIZABLE PORTION 
oF Buyers DOLLARS 


Studying marketing will make you aware that many marketing activities are necessary to 
provide satisfying goods and services. Obviously, these activities cost money. About one-half 
of a buyer's dollar goes toward marketing costs. If you spend $16 on a new CD, 50 to 60 
percent goes toward marketing expenses, including promotion and distribution, as well as 
profit margins. The production (pressing) of the CD represents about $1, or 6 percent of its 
price. A family with a monthly income of $3,000 that allocates $600 to taxes and savings 
spends about $2,400 for goods and services. Of this amount, $1,200 goes toward marketing 
activities. If marketing expenses consume that much of your dollar, you should know how 
this money is being used. 
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MARKETING Is UsEpD IN NONPROFIT 
ORGANIZATIONS 


Although the term marketing may bring to mind advertising 
for Burger King, Volkswagen, and Apple, marketing is also 
important in organizations working to achieve goals other 
than ordinary business objectives (such as profit). Government 
agencies at the federal, state, and local levels engage in mar- 
keting activities to fulfill their mission and goals. The Centers 
for Disease Control and Prevention launched an ad campaign 
and website to promote the benefits of eating a minimum 
of five fruits and vegetables a day. The website promotes 
the health benefits of increased consumption of both food 
groups.°** Universities and colleges engage in marketing activi- 
ties to recruit new students, as well as to obtain donations 
from alumni and businesses. 

In the private sector, nonprofit organizations also employ 
marketing activities to create, price, distribute, and promote 
programs that benefit particular segments of society. The Red 
Cross provides disaster relief throughout the world and offers 
promotional messages to encourage donations to support its 
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efforts. For example, the massive earthquakes in Haiti in 2010 
and Japan in 2011 prompted the Red Cross to release many 
promotional messages encouraging people to donate money for 
those affected by the disasters. 


Nonprofit Organizations 
The United Negro College Fund uses marketing to promote 
its cause. 


MARKETING Is IMPORTANT 
To BUSINESSES 


Businesses must sell products to survive and grow, and marketing activities help to sell their 
products. Financial resources generated from sales can be used to develop innovative prod- 
ucts. New products allow a firm to satisfy customers’ changing needs, which, in turn, enables 
the firm to generate more profits. Even nonprofit businesses need to “sell” to survive. 

Marketing activities help to produce the profits that are essential to the survival of 
individual businesses. Without profits, businesses would find it difficult, if not impossible, 
to buy more raw materials, hire more employees, attract more capital, and create additional 
products that, in turn, make more profits. Without profits, marketers cannot continue to 
provide jobs and contribute to social causes. 


MARKETING FUELS Our GLOBAL ECONOMY 


Profits from marketing products contribute to the development of new products and 
technologies. Advances in technology, along with falling political and economic barriers and 
the universal desire for a higher standard of living, have made marketing across national bor- 
ders commonplace while stimulating global economic growth. As a result of worldwide com- 
munications and increased international travel, many U.S. brands have achieved widespread 
acceptance around the world. At the same time, customers in the United States have greater 
choices among the products they buy because foreign brands such as Toyota (Japan), Bayer 
(Germany), and Nestlé (Switzerland) sell alongside U.S. brands such as General Motors, 
Tylenol, and Chevron. People around the world watch CNN and MTV on Toshiba and 
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Japanese Firm Goes Global with 
Eco-Friendly Products 


oki-Monozukuri, Japanese for “good/excellent” that will reduce the company’s environmental footprint. 

and “development/manufacturing of products,” This has given rise to Kao products like Attack Easy laundry 

is the chief value of leading Japanese beauty care detergent, which can clean with a single rinse to reduce water 
and household products company Kao Corporation. Kao usage. Not only are these new products healthier for the 
Corporation prides itself on providing quality products that environment, but they are more likely to take off in growing 
consumers desire. In today’s global environment, this often economies. For instance, China—a key growth prospect for 
means quality products that are eco-friendly and practical for Kao—suffers from water shortages. This makes Kao’s new 


different cultures. 


Kao Corporation is up to the challenge. It realizes that to 
remain competitive, it must expand aggressively with products 


water-saving products suitable for local populations. Kao 
demonstrates that innovative eco-friendly products can be 
sustainable both financially and environmentally. 


Sony televisions they purchased at Walmart. Electronic commerce via the Internet now 
enables businesses of all sizes to reach buyers around the world. We explore the international 
markets and opportunities for global marketing in Chapter 9. 


MARKETING KNOWLEDGE ENHANCES 
CONSUMER AWARENESS 


Besides contributing to the well-being of our economy, marketing activities help to improve 
the quality of our lives. Studying marketing allows us to assess a product’s value and flaws more 
effectively. We can determine which marketing efforts need improvement and how to attain 
that goal. For example, an unsatisfactory experience with a warranty may make you wish for 
stricter law enforcement so that sellers would fulfill their promises. You also may wish that 
you had more accurate information about a product before you purchased it. Understanding 
marketing enables us to evaluate corrective measures (such as laws, regulations, and industry 
guidelines) that could stop unfair, damaging, or unethical marketing practices. Thus, under- 
standing how marketing activities work can help you to be a better consumer. 


MARKETING CONNECTS PEOPLE 
THROUGH [TECHNOLOGY 


New technology, particularly technology related to computers and telecommunications, 
helps marketers to understand and satisfy more customers than ever before. Customers can 
provide feedback about their experiences with a company’s products both over the phone 
and online. Even products such as Dasani bottled water provide a customer service number 
and a website for questions or comments. This feedback helps marketers refine and improve 
their products to better satisfy customer needs. Today, marketers must recognize the impact 
not only of websites but of instant messaging, blogs, online forums, online games, mailing 
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lists, and wikis, as well as text messaging via cell phones and podcasts ceca 
via MP3 players. Increasingly, these tools are facilitating marketing 
exchanges. Some restaurants, for example, are permitting customers 
to preorder their food and coffee products by sending text messages to 
the restaurants via their cell phones. One particular chain restaurant 
saw a 4 percent redemption rate with mobile coupons on Yowza, a free 
mobile application for smartphones. This was four times the redemp- 
tion rate the chain saw with direct mail coupons.*” 

The Internet allows companies to provide tremendous amounts 
of information about their products to consumers and to interact 
with them through e-mail and websites. A consumer shopping for a 
new car, for example, can access automakers’ web pages, configure an 
ideal vehicle, and get instant feedback on its cost. Consumers can visit 
Autobytel, Edmund’s, and other websites to find professional reviews 
and obtain comparative pricing information on both new and used 
cars to help them find the best value. They can also visit a consumer 
opinion site, such as Epinions.com, to read other consumers’ reviews 
of the products. They can then purchase a vehicle online or at a deal- Touching is believing. 
ership. A number of companies employ social media to connect with a Ce 
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their customers, utilizing blogs and social networking sites such as Co. 
Facebook and ‘Twitter. We consider social networking and other digi- Marketing Connects People 
tal media in Chapter 8. through Technology 

Apple manages the development of 
technology to produce customer satisfaction 
and loyalty. 


Marketers of everything from computers to travel reservations use 
the Internet for transactions. Southwest Airlines, for example, books 
most of its passenger revenue via its website—making it the num- 
ber one airline for online revenue generation.*” The Internet also has 
become a vital tool for marketing to other businesses. Successful companies are using tech- 
nology in. their marketing strategies to develop profitable relationships with these customers. 


SOCIALLY RESPONSIBLE MARKETING CAN PROMOTE 
THE WELFARE OF CUSTOMERS AND STAKEHOLDERS 


The success of our economic system depends on marketers whose values promote trust 
and cooperative relationships in which customers and other stakeholders are treated with 
respect. The public is increasingly insisting that social responsibility and ethical concerns be 
considered in planning and implementing marketing activities. Although some marketers’ 
irresponsible or unethical activities end up on the front pages of USA Today or The Wall Street 
Journal, more firms are working to develop a responsible approach to developing long-term 
relationships with customers and other stakeholders. In one such instance, OfficeMax part- 
nered with Adopt-A-Classroom, a nonprofit organization, to create an event to end teacher- 
funded classrooms. Once a year, OfficeMax makes 1,000 teachers’ days better all across the 
United States by surprising them at school with more than $1,000 in school supplies.*! 

In the area of the natural environment, companies are increasingly embracing the notion of 
green marketing, which is a strategic process involving stakeholder assessment to create mean- 
ingful long-term relationships with customers while maintaining, supporting, and enhancing 
the natural environment. Coca-Cola, for example, pledged to be a zero-waste carbon neutral 
sponsor of the Olympic Games in Vancouver. The company had beverages delivered to the 
facility with diesel-electric hybrid, heavy-duty vehicles; provided staff uniforms made from 
recycled bottles; and placed recycling bins throughout the venue; the company also worked 
toward carbon offsets for air and land travel. These are just a few of the initiatives the company 


developed to be a more green company and to reduce its impact on the environment.” 
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By addressing concerns about the impact of marketing on society, a firm can contribute 
to society through socially responsible activities as well as increase its financial performance. 
For example, studies have revealed that market orientation combined with social responsibil- 
ity improves overall business performance.*? We examine these issues and many others as we 
develop a framework for understanding more about marketing in the remainder of this book. 


MARKETING OFFERS Many EXcITING CAREER 
PROSPECTS 


From 25 to 33 percent of all civilian workers in the United States perform marketing activities. 
The marketing field offers a variety of interesting and challenging career opportunities 
throughout the world, such as personal selling, advertising, packaging, transportation, 
storage, marketing research, product development, wholesaling, and retailing. In addition, 
many individuals working for nonbusiness organizations engage in marketing activities to 
promote political, educational, cultural, church, civic, and charitable activities. Whether a 
person earns a living through marketing activities or performs them voluntarily for a nonprofit 


group, marketing knowledge and skills are valuable personal and professional assets. 


CHAPTER REVIEW 


1 Define marketing. Individuals and organizations engage in marketing 
to facilitate exchanges—the provision or transfer of 
goods, services, and ideas in return for something of 
value. Four conditions must exist for an exchange 
to occur: (1) two or more individuals, groups, or 
organizations must participate, and each must pos- 
sess something of value that the other party desires; 
(2) the exchange should provide a benefit or satis- 
faction to both parties involved in the transaction; 
(3) each party must have confidence in the promise 


of the “something of value” held by the other; and 


Marketing is the process of creating, pricing, dis- 
tributing, and promoting goods, services, and ideas 
to facilitate satisfying exchange relationships with 
customers and to develop and maintain favorable 
relationships with stakeholders in a dynamic envi- 
ronment. The essence of marketing is to develop 
satisfying exchanges from which both customers 
and marketers benefit. 


2 Understand several important marketing (4) to build trust, the parties to the exchange must 
terms, including target market, marketing mix, meet expectations. Marketing activities should 
marketing exchanges, and marketing attempt to create and maintain satisfying exchange 
environment. relationships with all stakeholders—those constitu- 


ents who have a “stake,” or claim, in some aspect of 
a company’s products, operations, markets, indus- 
try, and outcomes. 

The marketing environment, which includes 
competitive, economic, political, legal and regula- 
tory, technological, and sociocultural forces, sur- 
rounds the customer and the marketing mix. These 
forces can create threats to marketers, but they also 
generate opportunities for new products and new 
methods of reaching customers. 


A target market is the group of customers toward 
which a company directs a set of marketing efforts. 

The variables—product, price, distribution, 
and promotion—are known as the marketing 
mix because marketing managers decide what 
type of each element to use and in what amounts. 
Marketing managers strive to develop a marketing 
mix that matches the needs of customers in the tar- 
get market. Before marketers can develop a mar- 
keting mix, they must collect in-depth, up-to-date 
information about customer needs. 
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Be aware of the marketing concept and 
market orientation. 


According to the marketing concept, an organi- 
zation should try to provide products that sat- 
isfy customers’ needs through a coordinated set 
of activities that also allows the organization to 
achieve its goals. Customer satisfaction is the mar- 
keting concept’s major objective. The philosophy 
of the marketing concept emerged in the United 
States during the 1950s after the production and 
sales eras. Organizations that develop activities 
consistent with the marketing concept become 
market-oriented organizations. 


Understand the importance of building 
customer relationships. 


Relationship marketing involves establishing long- 
term, mutually satisfying buyer—seller relation- 
ships. Customer relationship management (CRM) 
focuses on using information about customers to 
create marketing strategies that develop and sus- 
tain desirable customer relationships. Managing 
customer relationships requires identifying pat- 
terns of buying behavior and using that informa- 
tion to focus on the most promising and profitable 
customers. . 

Value is a customer’s subjective assessment of 
benefits relative to costs in determining the worth 
of a product. Benefits include anything a buyer 
receives in an exchange, whereas costs include any- 
thing a buyer must give up to obtain the benefits 
the product provides. 


ONLINE RESOURCES 
Please visit the student website at 


Explain the major marketing functions that 
are part of the marketing management 
process. 


Marketing management is the process of plan- 
ning, organizing, implementing, and controlling 
marketing activities to facilitate effective and effi- 
cient exchanges. Planning is a systematic process 
of assessing opportunities and resources, determin- 
ing marketing objectives, developing a marketing 
strategy, and preparing for implementation and 
control. Organizing marketing activities involves 
developing the marketing unit’s internal struc- 
ture. Proper implementation of marketing plans 
depends on coordinating marketing activities, 
motivating marketing personnel, and communi- 
cating effectively within the unit. The marketing 
control process consists of establishing perfor- 
mance standards, comparing actual performance 
with established standards, and reducing the differ- 
ence between desired and actual performance. 


Understand the role of marketing in our 
society. 


Marketing costs absorb about half of each buyer’s 
dollar. Marketing activities are performed in both 
business and nonprofit organizations. Marketing 
activities help business organizations to generate 
profits, and they help fuel the increasingly global 
economy. Knowledge of marketing enhances con- 
sumer awareness. New technology improves mar- 
keters’ abilities to connect with customers. Socially 
responsible marketing can promote the welfare of 
customers and society. Finally, marketing offers 
many exciting career opportunities. 


for quizzes and games that will help 


you prepare for exams and help achieve the grade you want. 
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ISSUES FOR DISCUSSION AND REVIEW 


7. How can an organization implement the marketing 
concept? 


1. What is marketing? How did you define the term 
before you read this chapter? 


2. What is the focus of all marketing activities? Why? 8. What is customer relationship management? Why 


wi ; ‘i 1 ate ‘ ‘ 
: : is it so important to “manage” this relationship? 
3. What are the four variables of the marketing mix? P 8 P 


Why are these elements known as variables? 9. What is value? How can marketers use the market- 


im : ing mix to enhance the perception of value? 
4, What conditions must exist before a marketing 8 eran 


exchange can occur? Describe a recent exchange in 10. What types of activities are involved in the market- 


which you participated. 


. What are the forces in the marketing environment? 


How much control does a marketing manager have 
over these forces? 


. Discuss the basic elements of the marketing concept. 


Which businesses in your area use this philosophy? 
Explain why. 


Jae 


ing management process? 


Why is marketing important in our society? Why 
should you study marketing? 


MARKETING APPLICATIONS 


1. Identify several businesses in your area that havenot ONLINE EXERCISE 


adopted the marketing concept. What characteris- 
tics of these organizations indicate non-acceptance 
of the marketing concept? 


. Identify possible target markets for the following 


products. 

a. Kellogg’s Corn Flakes 
b. Wilson tennis rackets 
c. Disney World 

d. Diet Pepsi 


. Discuss the variables of the marketing mix (prod- 


uct, price, promotion, and distribution) as they 
might relate to each of the following. 

a. A trucking company 

b. A men’s clothing store 

c. A skating rink 


d. A campus bookstore 


4, 


The American Marketing Association (AMA) is 
the marketing discipline’s primary professional 
organization. In addition to sponsoring academic 
research, publishing marketing literature, and orga- 
nizing meetings of local businesspeople with stu- 
dent members, it helps individual members to find 
employment in member firms. Visit the AMA web- 
site at www.marketingpower.com. 

a. What type of information is available on the 
AMA website to assist students in planning 
their careers and finding jobs? 

b. If you joined a student chapter of the AMA, 
what benefits would you receive? 

c. What marketing-mix variable does the AMA’s 
Internet marketing effort exemplify? 
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DEVELOPING YOUR MARKETING PLAN 


Successful companies develop strategies for marketing 
their products. The strategic plan guides the marketer in 
making many of the detailed decisions about the attributes 
of the product, its distribution, promotional activities, 
and pricing. A clear understanding of the foundations of 
marketing is essential in formulating a strategy and in the 
development of a specific marketing plan. To guide you 
in relating the information in this chapter to the develop- 
ment of your marketing plan, consider the following: 


1. Discuss how the marketing concept contributes to a 
company’s long-term success. 


VIDEO CASE 


BEYOND GREEN 


“People against dirty” is the intriguing slogan of the San 
Francisco-based home and body care brand Method. The 
founders say that they seek not only to clean our homes and 
bodies, but to remove harmful chemicals from our lives as well. 
All Method products are chemical-free and made with natural, 
safe ingredients. However, Method has not become one of the 
fastest growing brands in the United States (sold in more than 
25,000 retail outlets) by focusing only on a green philosophy. 
The company has attracted customers with hip, eye-catching 
packaging and edgy marketing communications in online and 
traditional media. 


Method was founded in 2000 by former roommates and high 
school friends Adam Lowry and Eric Ryan. Lowry was a chemi- 
cal engineer who worked as a climatologist for the Carnegie 
Institute before becoming Method’s “chief greens keeper.” Ryan 
was a marketing expert with experience designing campaigns 
for The Gap and others before becoming Method’s “chief brand 
architect.” Joining forces to help wean people off of the harmful 
chemicals used to clean homes and bodies, Lowry and Ryan set 
out to develop products that were effective and natural, as well 
as packaged in great-looking containers. 


Method’s concept is not new. Companies such as Seventh 
Generation have been around for years, but they had difficulty 
breaking into the mainstream. When choosing distribution 
channels, Lowry and Ryan decided to steer away from co-ops 


2. Describe the level of market orientation that cur- 
rently exists in your company. How will a market 
orientation contribute to the success of your new 
product? 


3. What benefits will your product provide to the cus- 
tomer? How will these benefits play a role in deter- 
mining the customer value of your product? 


The information obtained from these questions should 
assist you in developing various aspects of your marketing 
plan found in the /nteractive Marketing Plan exercise at 
www.cengagebrain.com. 


METHOD FOR SuccEss: MARKETING 


and health food stores and instead sought mass recognition and 
distribution at Target, Amazon.com, and other large companies. 
To make this channel strategy work, the founders knew that 
they could not charge the high prices established by other com- 
panies marketing eco-friendly cleaning products. They needed 
to compete head-on with the major cleaning brands. 


Although they are dedicated to creating products that adhere 
to strict green standards, Lowry and Ryan agreed from the 
beginning that taking the green slant would not be the best 
way to sell their products. With deep-pocketed rivals such as 
Procter & Gamble and Clorox, the fight to get noticed on the 
shelf is fierce—which is why packaging has always been a major 
marketing emphasis for Method. To help their products stand 
out, Lowry and Ryan enlisted designer Karim Rashid (who has 
also designed for the likes of Prada and Dirt Devil) to create 
visually appealing packaging. The result is affordable clean- 

ing products in highly attractive, recyclable bottles made from 
recycled materials. Customers drawn to the product for its looks 
or the all-natural scents will be purchasing more nonpolluting 
green products for their home without even knowing it. In the 
end, Lowry and Ryan want their approach to create a change in 
perspective among consumers previously uninterested in going 
green or unable to afford to do so. 


In addition, Method has been ahead of the curve in develop- 
ing new kinds of cleaning products. The company became an 
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industry leader when it created a triple-concentrated laundry measuring precise amounts of Method’s concentrated deter- 
detergent long before major companies began doing so. gent from the easy-to-use pump bottle. They also highlighted 
Method has also taken stock of competitive products already the eco-friendly, low carbon footprint of Method’s detergent. 
on the market and continually works on making its own brand’s 
versions more eco-friendly. Examples include Method’s dryer 
sheets and smartclean technology™. Conventional dryer sheets 
are coated in beef fat in order to create soft clothing, but this 
was unacceptable to Lowry. Looking for a vegetarian solution, 
the company developed dryer sheets coated with canola oil 
instead. Method’s new laundry detergent utilizes cutting-edge 
green technology to create a detergent that is plant-based and 
eight times more concentrated. 


Product quality, innovation, value, design, convenience, avail- 
ability, and competitive advantage have all helped Method 
grow from a small, unknown company to a profitable main- 
stream business. Its founders have learned that smart marketing 
may be the best way to help the environment in the long run. 
The combination of targeting a fast-growing market segment 
and cultivating a unique, distinct personality for their green 
products has allowed Lowry and Ryan to keep Method growing 
year after year. 

Now, Method’s annual revenues are nearing $100 million, and 
the company is using multimedia advertising to turn its brand 
into a household name. One recent print and online campaign 1. How has Method implemented the marketing concept? 
contrasted Method’s products and packaging with those of the 
major brands, urging consumers to “Say no to jugs” (the large 


containers of detergent marketed by competitors) and “Get off 3. Does the success of Method provide insights about the 
future of green marketing? 


QUESTIONS FOR DISCUSSION 


2. | Whyis Method successful in a highly competitive industry? 


the jugs and get clean.” The ads communicated the benefits of 
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If It’s from Apple, iWant-It! 


Since it began making computers in 1976, Apple’s marketing strategies have 
been built around the “easy to use” customer benefit. The company’s earli- 
est computers—such as the Apple Il and the original Macintosh—may seem 
clunky and slow by comparison to today’s slim and speedy Apple models. 
However, they were as innovative for their time as the iPad tablet computer 
was when it debuted. Even the company’s retail stores, a key part of its 
marketing mix, broke new ground for the way customers try out and buy 
electronics. 

Today, thanks to careful planning and tight control, Apple rings up 
$65 billion in annual revenue worldwide from a wide range of electronics 
products. Every year, it sells millions of Macintosh computers and iPod dig- 
ital media gadgets. Apple’s best-selling item is the iPhone, a touch-screen 
smartphone that can do everything from playing music and taking photos 
to checking e-mail and surfing YouTube. The touch-screen iPad tablet, a run- 


away hit, sold a whopping 1 million units in just 28 days. Its next generation 


version, the iPad 2, sold the same number of units during its first weekend. 

Apple's marketing plans, which all focus on top-quality user experience, 
also aim to sell digital products. Despite the availability of free downloads 
that compete with paid music, Apple’s easy-to-use iTunes online entertain- 
ment store has sold more than 10 billion songs since opening its virtual 
doors in 2003. Its App Store, which offers downloadable software to enhance 
the utility of iPhones and iPods, was so successful that the firm opened a Mac 
App Store. Still, with red-hot global competition, Apple must constantly plan 
to counter the marketing attacks of major competitors such as Dell, Samsung, 
and Google’s Android.’ 


© Brendon O'Hagan/Getty Images 


OBJECTIVES: 


1 
2 


Describe the strategic 
planning process. 


Explain how 
organizational resources 
and opportunities affect 
the planning process. 


Understand the role of 
the mission statement in 
strategic planning. 


Examine corporate, 
business-unit, and 
marketing strategies. 


Understand the process 
of creating the marketing 
plan. 


Describe the marketing 
implementation 

process and the major 
approaches to marketing 
implementation. 
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\ x Jith competition increasing, Apple and many other companies are spending more 

time and resources on strategic planning—that is, on determining how to use their 
resources and capabilities to achieve their objectives and satisfy their customers. Often, the 
most innovative ideas come from the most creative and innovative entrepreneurs. The truly 
successful entrepreneurs also market their products effectively—a marketing plan is the key 
roadmap to success. 

Although most of this book deals with specific marketing decisions and strategies, this 
particular chapter focuses on “the big picture”: all the functional areas and activities—finance, 
production, human resources, and research and development, as well as marketing—that 
must be coordinated to reach organizational goals. To effectively implement the marketing 
concept of satisfying customers and achieving organizational goals, all organizations must 
engage in strategic planning. 

We begin this chapter with an overview of the strategic planning process. Next, we 
examine how organizational resources and opportunities affect strategic planning and the 
role played by the organization’s mission statement. After discussing the development of 
both corporate and business-unit strategy, we explore the nature of marketing strategy and 
the creation of the marketing plan. These elements provide a framework for the develop- 
ment and implementation of marketing strategies, as we will see throughout the remainder 


of this book. 


Understanding the Strategic 
Planning Process 


Through the process of strategic planning, a company 
establishes an organizational mission and formulates goals, 
a corporate strategy, marketing objectives, a marketing strat- 
egy, and, finally, a marketing plan.” A market orientation 
should guide the process of strategic planning to ensure that 
a concern for customer satisfaction is an integral part of the 
ISOTONIC process and permeates the entire company. A market orienta- 
Ne tion is also important for the successful implementation of 
marketing strategies.’ Figure 2.1 shows the components of 
strategic planning. 

The process begins with a detailed analysis of the orga- 
nization’s strengths and weaknesses and with the identi- 
fication of opportunities and threats within the market- 
ing environment and industry. Based on this analysis, the 
company can establish or revise its mission and goals and 
then develop corporate strategies to achieve those goals. 
Next, each functional area of the organization (marketing, 
production, finance, human resources, etc.) establishes its 
own objectives and develops strategies to achieve them 
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that are in line with the company’s corporate strategy. 
Thus, the objectives and strategies of each functional area 
must support the organization’s overall goals and mission 
and should also be coordinated with a focus on market 
orientation. 


Courtesy of the Advertising Archives 


Marketing Strategy 
Lucozade aims this ad at a specific target market and has developed 


a marketing mix to meet the needs of the people in this market. : A 
Because our focus is marketing, we are, of course, most 


interested in the development of marketing objectives and 
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Source: O.C. Ferrell and Michael Hartline, Marketing Strategy, Third Edition, © 2005 South-Western, a part of Cengage 
Learning, Inc. Reproduced by permission. www.cengage.com/permissions. 


strategies. Marketing objectives should be designed so their achievement will contribute to 
the corporate strategy and so they can be accomplished through efficient use of the compa- 
ny’ marketing and nonmarketing resources. To achieve its marketing objectives, an organiza- 
tion must develop a marketing strategy, which includes identifying and analyzing a target 
market and developing a marketing mix to meet the needs of individuals in that market or 
segment of particular interest. 

A marketing strategy includes a plan of action for developing, distributing, promot- 
ing, and pricing products that meet the needs of the target market. Marketing strategy is 
best formulated when it reflects the overall direction of the organization and is coordinated 
with all of the company’s functional areas. When properly implemented and controlled, a 
marketing strategy will contribute to the achievement not only of marketing objectives but 
also of the organization’s overall goals. Consider that Apple’s successful marketing strategy 
for its iPhone smartphone helped revitalize the computer company’s reputation for excellent 
design, which transfers to other Apple products such as the iPad tablet. 

The strategic planning process ultimately yields a marketing strategy that is the framework 
for a marketing plan, a written document that specifies the marketing activities to be per- 
formed to implement and control the organization’s marketing activities. In the remainder of 
this chapter, we discuss the major components of the strategic planning process: organizational 
opportunities and resources, organizational mission and goals, corporate and business-unit 


strategy, marketing strategy, and the role of the marketing plan. 
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Assessing Organizational 
Resources and Opportunities 


The strategic planning process begins with an analysis of the marketing environment, includ- 
ing a thorough analysis of the industry in which the company is operating or intends to sell its 
products. As we will see in Chapter 3, economic, competitive, political, legal and regulatory, 
sociocultural, and technological forces can threaten an organization and influence its overall 
goals; they also affect the amount and type of resources the company can acquire. However, 
these environmental forces can create favorable opportunities as well—opportunities that 
can be translated into overall organizational goals and marketing objectives. The organiza- 
tion’s culture and the knowledge it has about the environment affect the extent to which 
managers perceive such opportunities as situations on which they can successfully capitalize 
in the marketplace. 

Any strategic planning effort must assess the organization’s available financial and human 
resources and capabilities as well as how the level of these factors is likely to change in the 
future, because additional resources may be needed to achieve the organization's goals and 
mission. Resources indirectly affect marketing and financial performance by helping to create 
customer satisfaction and loyalty. Resources can also include goodwill, reputation, and brand 
names. The reputation and well-known brand names of Rolex watches and BMW auto- 
mobiles, for example, are resources that give these companies an advantage over their com- 
petitors. Such strengths also include core competencies, things a company does extremely 
well—sometimes so well that they give the company an advantage over its competition. 
Walmart’s core competency, which is efficiency in supply-chain 
management, has enabled the chain to build a strong reputation 
for low prices at high quality levels on a wide variety of goods. 

Analysis of the marketing environment involves not only 
an assessment of resources but also identification of opportuni- 
ties in the marketplace. An aspect of this environmental analy- 
sis is to understand the company’s own industry or industries 
in which it markets its products and services. When the right 
combination of circumstances and timing permits an organiza- 
tion to take action to reach a particular target market, a market 
opportunity exists. For example, after consumers began to per- 
ceive bottled water as having a negative impact on the natural 
environment because of their plastic containers, Sigg USA rec- 
ognized a market opportunity for its reusable aluminum water 
bottles. The bottles can be refilled with tap water (or any filtered 
water) and carried easily, making them both more environmen- 


Isn't it time you told 
your guilty conscience to’ 
go hassle somebody else? 


Try some honest sweetness instead, _ tally friendly and economical than bottled water.* Such oppor- 
Truviar natural sweetener is bora fromthe stevialeafwith tunities are often called strategic windows, temporary periods 
great taste, zero. calories and no quilt. Every sprinkle tastes ; ; 

‘ike you just did the right thing Find out moreattrviacon Of optimal fit between the key requirements of a market and the 


particular capabilities of a company competing in that market.’ 

When a company matches a core competency to opportu- 
nities it has discovered in the marketplace, it is said to have a 
competitive advantage. In some cases, a company may possess 
manufacturing, technical, or marketing skills that it can match 
to market opportunities to create a competitive advantage. For 
instance, Tesco, a large-scale grocery chain from the United 
Kingdom, entered the western U.S. market with its Fresh & 
Easy Neighborhood Markets. The company seeks competitive 


Cargill, Inc. 


Competitive Advantage 
Truvia is a natural sweetener that has a competitive 
advantage over sugar because it contains zero calories. 
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advantage by offering cheap, healthy food options such 
as 98-cent produce packages and cheap cuts of meat. 
In addition to being a good value, the stores seek to 
source produce and meats locally as much as possible, 
offer organic and hormone-free foods, and use less 
energy than typical grocery stores.° 


SWOT ANALysIS 


One tool marketers use to assess an organization’s 
strengths, weaknesses, Opportunities, and threats is 
the SWOT analysis. Strengths and weaknesses are 
internal factors that can influence an organization’s 
ability to satisfy its target markets. Strengths refer to 
competitive advantages or core competencies that give 
the company an advantage in meeting the needs of its 
target markets. John Deere, for example, promotes its 


BB Nonessential 


: : d : : h f. : Source: American Express Global Customer Service Barometer, survey conducted by Echo Research, http://about 
SEIVICE, experience, an reputation In the farm equip- .americanexpress.com/news/docs/2011x/AXP_2011_csbar_market.pdf. 


ment business to emphasize the craftsmanship used in 

its lawn tractors and mowers for city dwellers. Weaknesses refer to any limitations a com- 
pany faces in developing or implementing a marketing strategy. Consider that AOL, once 
the leading Internet service provider, watched its customer base shrivel as consumers opted 
for low-priced and free Internet service providers. Both strengths and weaknesses should be 
examined from a customer perspective because they are meaningful only when they help 
or hinder the company in meeting customer needs. Only those strengths that relate to sat- 
isfying customers should be considered true competitive advantages. Likewise, weaknesses 
that directly affect customer satisfaction should be considered competitive disadvantages. 
To boost profits, AOL altered its marketing model, effectively ending paid subscribership in 
favor of advertising-driven revenues. To achieve its goals, the Internet provider made much of 
its content, including e-mail, free.’ 

Opportunities and threats exist independently of the company and therefore repre- 
sent issues to be considered by all organizations, even those that do not compete with 
the company. Opportunities refer to favorable conditions in the environment that could 
produce rewards for the organization if acted on properly. That is, opportunities are situ- 
ations that exist but must be exploited for the company to benefit from them. Threats, 
on the other hand, refer to conditions or barriers that may prevent the company from 
reaching its objectives. Threats must be acted upon to prevent them from limiting the 
organization’s capabilities. Opportunities and threats can stem from many sources within 
the environment. When a competitor’s introduction of a new product threatens a com- 
pany, a defensive strategy may be required. If the company can develop and launch a new 
product that meets or exceeds the competition's offering, it can transform the threat into 
an opportunity. 

Figure 2.2 depicts a four-cell SWOT matrix that can help managers in the planning pro- 
cess. When an organization matches internal strengths to external opportunities, it creates 
competitive advantages in meeting the needs of its customers. In addition, an organization 
should act to convert internal weaknesses into strengths and external threats into opportu- 
nities. Consider Apple’s iPhone, which after a few years of being exclusively offered to only 
AT&T customers became available to Verizon customers as well. Although this development 
was a threat to AT&T’s success, the company chose to convert it into a business opportu- 
nity. AT&T began running ads stating that iPhones worked faster and functioned better 
on its network. AT&T also worked to convert its own internal weaknesses into strengths 
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FIGURE 2.2 _ The Four-Cell SWOT Matri 


Source: Adapted from Nigel F. Piercy, Market-Led Strategic Change. Copyright © 1992 
Butterworth-Heinemann Ltd., p. 371. Reprinted with permission. 


by coming out with new devices, improving the quality of its network, cutting the prices of 
older iPhones, and giving current iPhone customers accelerated upgrades to the newest ver- 
sion of the iPhone when they signed a new long-term contract. These changes were part of an 
overall strategy by AT&T to minimize the number of customers lost to Verizon and possibly 
draw in some of Verizon’s customers.® 


Establishing an Organizational 
Mission and Goals 


Once an organization has assessed its resources and opportunities, it can begin to establish 
goals and strategies to take advantage of those opportunities. The goals of any organization 
should derive from its mission statement, a long-term view of what the organization wants 
to become. Herbal tea marketer Celestial Seasonings, for example, has a stated commitment 
to social responsibility, truth, beauty, quality and goodness when it comes to its product.’ 
When an organization decides on its mission, it really answers two questions. Who are 
our customers? What is our core competency? Although these questions appear very simple, 
they are two of the most important questions any company must answer. Defining custom- 
ers needs and wants gives direction to what the company must do to satisfy them. 
Companies try to develop and manage their corporate identity—their unique symbols, 
personalities, and philosophies—to support all corporate activities, including marketing. 
Managing identity requires broadcasting mission goals and values, sending a consistent image, 
and implementing visual identity with stakeholders. Mission statements, goals, and objec- 
tives must be properly implemented to achieve the desired corporate identity. Johnson & 
Johnson developed a credo and identity-based principles of responsibility to consumers, 
employees, the community, and shareholders worldwide. An organization’s goals and objec- 
tives, derived from its mission statement, guide the remainder of its planning efforts. Goals 
focus on the end results the organization seeks. Johnson Controls, for example, developed a 
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How Do Corporations Really Commit to 


Being Green? 


growing number of companies are thinking green great guest experiences, but protect the world we live in. It’s 
as they set organizational missions and goals. For how we provide for today’s needs while positively influencing 
environmental mission statements to be effective tomorrow.” To achieve that mission, Hilton’s executives set 
in shaping the firm’s plans and actions, top managers need to five-year goals for improving sustainability by reducing energy 
understand and articulate their reasons for going green. They and water consumption, supporting renewable energy, and 
also must establish specific goals and decide how they will implementing greener operations. In addition, they arranged 
measure ongoing progress toward those goals. for an independent auditor to measure results at regular inter- 


For example, here’s how the Hilton Worldwide hotel chain 
states its environmental mission: “Our objective is to lead our 
industry with products and programs that not only deliver 


improvements.’ 


vision—“a more comfortable, safe and sustainable world”—to highlight its goal of helping 
customers add value to their daily lives by using its diverse industrial products. The industrial 
conglomerate also revamped its corporate logo and introduced a new slogan, “Ingenuity 
Welcome.” In addition to a new advertising campaign, the firm will add the new corporate 
logo to a number of the company’s well-known brands, including HomeLink (garage door 
openers), York (air-conditioning and heating products), Optima (batteries), and Varta (auto 
batteries).!° 

A marketing objective states what is to be accomplished through marketing activities. 
These objectives can be stated in terms of product introduction, product improvement or 
innovation, sales volume, profitability, market share, pricing, distribution, advertising, or 
employee training activities. A marketing objective of Ritz-Carlton hotels, for example, is to 
have more than 90 percent of its customers indicate that they had a memorable experience 
at the hotel. Marketing objectives should be based on a careful study of the SWOT analysis 
and should relate to matching strengths to opportunities and/or eliminating weaknesses or 
threats. With nearly one out of four consumer airline flights delayed, making significant 
improvements in on-time performance—such as having 90 percent on-time arrivals—would 
be a good marketing objective for an airline. 

Marketing objectives should possess certain characteristics. First, a marketing objective 
should be expressed in clear, simple terms so all marketing and nonmarketing personnel in 
the company understand exactly what they are trying to achieve. Second, an objective should 
be written so it can be measured accurately. This allows the organization to determine if and 
when the objective has been achieved. For instance, if an objective is to increase market share 
by 10 percent in the U.S. marketplace, the company should be able to measure market share 
changes accurately in the United States. Third, a marketing objective should specify a time 
frame for its accomplishment. A company that sets an objective of introducing a new prod- 
uct should state the time period in which to do this. Finally, a marketing objective should be 
consistent with both business-unit and corporate strategy. This ensures that the company’s 
mission is carried out at all levels of the organization and by both marketing and nonmarket- 
ing personnel. 


vals and help establish benchmarks for future environmental 


marketing objective 
A statement of what is to 

be accomplished through 
marketing activities 


Marketing Objectives 


Chrysler uses this advertisement 


to help achieve its marketing 


objective of communicating with 
customers about the company’s 


focus on improved product 
quality. 


corporate strategy 

A strategy that determines the 
means for utilizing resources in 
the various functional areas to 

reach the organization's goals 
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THE CHRYSLER TOWN & COUNTRY 


THE SPACE 


SHUTTLE 
PROGRAM IS 
NOT DEAD. 

APPARENTLY, 


MOVED TO™ 
DETROIT. 


NO OTHER MINIVAN OFFERS A SAFETY & TECHNOLOGY PACKAGE 
LIKE THE TOWN & COUNTRY SAFETYTEC PACKAGE 


IMPORTED FROM OETROIT™ 


CHRYSLER.COM/SAFETYTEC 


In most organizations, strategic planning typically begins at the corporate level and proceeds 
downward to the business-unit and marketing levels. However, more and more, organiza- 
tions are developing strategies and conducting strategic planning both from the top-down 
and from the bottom-up. This means that companies often seek out the best expertise from 
multiple levels of the organization, not just from the corporate leadership, to do strategic 
planning. Corporate strategy is the broadest of the three levels of strategy (i.e., corporate, 
business unit, and marketing) and should be developed with the organization's overall mis- 
sion in mind. Business-unit strategy should be consistent with the corporate strategy, and 
marketing strategy should be consistent with both the business-unit and corporate strategies. 
Figure 2.3 shows the relationships among these planning levels. 


CORPORATE STRATEGY 


Corporate strategy determines the means for utilizing resources in the functional areas of 
marketing, production, finance, research and development, and human resources to reach 
the organization’s goals. A corporate strategy determines not only the scope of the busi- 
ness but also its resource deployment, competitive advantages, and overall coordination of 
functional areas. In particular, top management's marketing expertise and deployment of 
resources for addressing markets contribute to sales growth and profitability.'’ Corporate 
strategy addresses the two questions posed in the organization’s mission statement. Who are 
our customers? What is our core competency? The term corporate in this context does not 
apply solely to corporations; corporate strategy is used by all organizations, from the smallest 
sole proprietorship to the largest multinational corporation. Corporate strategy simply refers 
to the top-level (i.e., highest) strategy developed within an organization. 


Courtesy of Chrysler Group LLC 
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Corporate strategy planners are concerned with broad issues such as corporate culture, 
competition, differentiation, diversification, interrelationships among business units, and 
environmental and social issues. They attempt to match the resources of the organization 
with the opportunities and threats in the environment. Google, for example, purchased 
YouTube for $1.65 billion after recognizing that the video-sharing website’s rapid growth 
represented a shift in how consumers view videos.'* Corporate strategy planners are also 
concerned with defining the scope and role of the company’s business units so the units are 
coordinated to reach the ends desired. A company’s corporate strategy may affect its techno- 
logical competence and ability to innovate." 


BusIneEss-UNIT STRATEGY 


After analyzing corporate operations and performance, the next step in strategic planning 
is to determine future business directions and develop strategies for individual business 
units. A strategic business unit (SBU) is a division, product line, or other profit center 
within the parent company. Kraft’s strategic business units, for example, consist of dairy 
products, snack foods, lunch meat, coffee, juice, and chocolate. Each of these units sells 
a distinct set of products to an identifiable group of customers, and each competes with 
a well-defined set of competitors. The revenues, costs, investments, and strategic plans of 
each SBU can be separated from those of the parent company and evaluated. SBUs oper- 
ate in a variety of markets, all with differing growth rates, opportunities, degrees of com- 
petition, and profit-making potential. Recognizing this, Procter & Gamble implemented 
business strategies in the 1990s that were intended to reduce the company’s reliance on 
two SBUs that had accounted for 85 percent of P&G's value in the 1990s, but were 
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, 
declining. By the 21st century, the multinational corporation's portfolio was spread across 
22 different categories to balance fast-growing, high-margin businesses, such as home and 
beauty products, with foundational segments like baby care and laundry." (See Figure 2.4) 
Business strategy is fundamentally focused on the measures required to create value for the 
company’s target markets and achieve greater performance. Marketing research suggests 
that this requires implementing appropriate strategic actions and targeting appropriate 
market segments." 

Strategic planners should recognize the strategic performance capabilities of each SBU 
and carefully allocate scarce resources among those divisions. Several tools allow a com- 
pany’s portfolio of strategic business units, or even individual products, to be classified 
and visually displayed according to the attractiveness of various markets and the business's 
relative market share within those markets. A market is a group of individuals and/or orga- 
nizations that have needs for products in a product class and have the ability, willingness, 
and authority to purchase those products. The percentage of a market that actually buys 
a specific product from a particular company is referred to as that product’s (or business 
unit's) market share. Apple, for example, controls 76 percent of the market for digital 
music players in the United States with its iPod line, while Microsoft’s Zune has only 
'© Product quality, order of entry into the market, and market share have been 
associated with SBU success. '” 


1 percent. 


Developing Strategic Business Units for Performance at Procter & Gamble 
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One of the most helpful tools is the market growth/market share matrix, the Boston 
Consulting Group (BCG) approach, which is based on the philosophy that a product's mar- 
ket growth rate and its market share are important considerations in determining its mar- 
keting strategy. All the company’s SBUs and products should be integrated into a single, 
overall matrix and evaluated to determine appropriate strategies for individual products and 
overall portfolio strategies. Managers can use this model to determine and classify each prod- 
uct’s expected future cash contributions and future cash requirements. The BCG analytical 
approach is more of a diagnostic tool than a guide for making strategy prescriptions. 

Figure 2.5, which is based on work by the BCG, enables the strategic planner to classify 
a company's products into four basic types: stars, cash cows, dogs, and question marks. Stars 
are products with a dominant share of the market and good prospects for growth. However, 
they use more cash than they generate to finance growth, add capacity, and increase market 
share. An example of a star might be Nintendo's Wii video game system. Cash cows have a 
dominant share of the market but low prospects for growth; typically they generate more 
cash than is required to maintain market share. Bounty, one of the best-selling towel brands 
in the United States, represents a cash cow for Procter & Gamble. Dogs have a subordi- 
nate share of the market and low prospects for growth; these products are often found in 
established markets. Portable compact disc (CD) players may be considered dogs at compa- 
nies like Sony and Panasonic. The increasing popularity and affordability of iPods and other 
MP3 players has resulted in plummeting profits and market share for portable CD players. 
Question marks, sometimes called “problem children,” have a small share of a growing market 
and generally require a large amount of cash to build market share. Mercedes carbon racing 
bikes, for example, are a question mark relative to Mercedes’ automobile products. 

The long-term health of an organization depends on having some products that gen- 
erate cash (and provide acceptable profits) and others that use cash to support growth. 


Among the indicators of overall health are the size and vulnerability of the cash cows; 
the prospects for the stars, if any; and the number of question marks and dogs. Particular 
attention should be paid to those products with large cash appetites. Unless the company 
has an abundant cash flow, it cannot afford to sponsor many such products at one time. 


)___ Growth-Share Matrix Developed by the Boston Consulting Group 
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Are Hybrid Cars a Question Mark? 


ith increasing energy costs and concerns over of hybrids. Hybrid vehicles on average cost $6,000 more than 

climate change, hybrid cars were thought to be other cars. 

a viable alternative to traditional vehicles. The 
Toyota Prius has sold more than 1 million hybrids and now 
faces competition from vehicles such as the Ford Focus Hybrid 
and the Honda Civic Hybrid. On the other hand, traditional 
gasoline models such as the Hyundai Elantra, with gas mileage 
of 40 miles per gallon or more, have become more economical 
competitors. The market share of hybrids dropped from 3.6 
percent of automobile sales to 1.6 percent within a two-year 
period. The biggest deterrent for many consumers is the cost 


However, the hybrid should not be discounted just yet. Car 
companies such as Hyundai are investing in new technology 
to lower the costs of hybrids. Additionally, analysts predict 
that hybrids will continue to grow so that automobile manu- 
facturers will be able to meet the government's mandate for 
lower emission standards. The hybrid still has the chance to 
move from a question mark to a star.° 


If resources, including debt capacity, are spread too thin, the company will end up with too 
many marginal products and will be unable to finance promising new-product entries or 
acquisitions in the future. 


MARKETING STRATEGY 


The next phase in strategic planning is the development of sound strategies for each func- 
tional area of the organization, including marketing. Corporate strategy and marketing strat- 
egy must balance and synchronize the organization's mission and goals with stakeholder rela- 
tionships. This means that marketing must deliver value and be responsible in facilitating 
effective relationships with all relevant stakeholders.'* Consider that customers depend on 
the Coca-Cola Company to provide a standardized, reliable, satisfying soft drink or beverage 
any place in the world. Due to its efforts to expand distribution to every possible location, 
79 percent of Coca-Cola’s revenue comes from sales that occur outside the United States and 
21 percent within the United States.'? The company continues to introduce new products, 
expand distribution, and maintain a high-quality product. Coca-Cola is also a good “cor- 
porate citizen,” donating millions of dollars to education, health and human services, and 
disaster-plagued regions each year. An effective marketing strategy must gain the support of 
key stakeholders, including employees, investors, and communities, as well as channel mem- 
bers. The complexity of marketing strategy decisions requires the identification of key stake- 
holders and their support or reaction to marketing activities.” A need exists in marketing to 
develop more of a stakeholder orientation to go beyond markets, competitors, and channel 
members to understand and address all stakeholder concerns.”! 

Within the marketing area, a strategy is typically designed around two components: 
the selection of a target market and the creation of a marketing mix (considered market- 
ing’s tactical variables or action elements) that will satisfy the needs of the chosen target 
market. A marketing strategy articulates the best use of the company’s resources and tactics 
to achieve its marketing objectives. It should also match customers’ desires for value with the 
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Target Market Selection 
Jimmy Choo shoes target 
high-income, fashion-oriented 
customers. Shoe brands sold 

at DSW target value-conscious 
shoppers. 
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organization's distinctive capabilities. Internal capabilities should be used to maximize exter- 
nal opportunities. The planning process should be guided by market-oriented organizational 
culture and procedures.” 

A comprehensive strategy involves a thorough search for information, the analysis of 
many potential courses of action, and the use of specific criteria for making decisions regard- 
ing strategy development and implementation. When properly implemented, a sound 
marketing strategy enables a company to achieve its business-unit and corporate objectives. 
Although corporate, business-unit, and marketing strategies all overlap to some extent, the 
marketing strategy is the most detailed and specific of the three. Marketing strategy gets the 
company the closest to the customers and specifies in great detail what the company should 
do to satisfy the needs and wants of the customers. 


Selecting the Target Market 


Selecting an appropriate target market may be the most important decision a company 
makes in the strategic planning process. The target market must be chosen before the orga- 
nization can adapt its marketing mix to meet the customers’ needs and preferences. Defining 
the target market and developing an appropriate marketing mix are the keys to strategic suc- 
cess. Toyota, for example, designed its Yaris sedan to appeal to 18- to 34-year-olds by giving 
the compact cars a “mischievous” personality to complement their quirky styling and then 
promoting them where Generation Y consumers were likely to be. Toyota used Facebook (a 
user-generated-content website) and “mobisodes” (short mobile-phone episodes of popular 
television shows) to attract the attention of younger consumers. If a company selects the 
wrong target market, all other marketing decisions are likely to be made in vain. 

Careful and accurate target market selection is crucial to productive marketing efforts. 
Products, and even whole companies, sometimes fail because marketers do not identify 
appropriate customer groups at whom to aim their efforts. Organizations that try to be all 
things to all people rarely satisfy the needs of any customer group very well. An organization’s 
management, therefore, should designate which customer and stakeholder groups the com- 
pany is trying to serve and gather adequate information about those groups. Identification 


Marketing Debate 


When Do Products Cross 
the Line? 


ISSUE: Should companies be allowed to market 
potentially harmful products? 


Not long ago, state and federal regulators became 
concerned about the appeal of an energy drink called 
Four Loko. Nicknamed “blackout in a can” by fans, it 
contained high levels of alcohol and caffeine. When 
several college students were hospitalized after 
consuming such drinks along with other alcoholic 
beverages, Four Loko (and its competitors) were pulled 


from store shelves and reformulated without the caffeine. 


However, products such as flavored, alcoholic whipped 
cream, which contains more alcohol than a beer, are 
widely available and may tempt underage consumers to 
overindulge. 


Can such products be responsibly marketed? Critics say 
no, because younger consumers in particular may be 
unable to gauge how much alcohol they're ingesting 
in highly flavored or caffeinated products. On the other 
hand, if the items are clearly labeled, targeted to adults, 
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and analysis of a target market provide a foundation on which 
the company can develop a marketing mix. 

When exploring possible target markets, marketing 
managers try to evaluate how entering them would affect the 
company’s sales, costs, and profits. Marketing information 
should be organized to facilitate a focus on the chosen target 
customers. Accounting and information systems, for exam- 
ple, can be used to track revenues and costs by customer (or 
group of customers). In addition, managers and employees 
need to be rewarded for focusing on profitable customers. 
Teamwork skills can be developed with organizational struc- 
tures that promote a customer orientation that allows quick 
responses to changes in the marketing environment. 

Marketers should also assess whether the company has 
the resources to develop the right mix of product, price, pro- 
motion, and distribution (i.e., marketing mix) to meet the 
needs of a particular target market. In addition, they should 
determine if satisfying those needs is consistent with the com- 
pany’s overall mission and objectives. The size and number 
of competitors already marketing products in potential tar- 
get markets are concerns as well. When Amazon.com, the 
number-one Internet bookseller, began selling electronic 
products on its website, it made a strategic decision with the 
belief that efforts to target this larger customer market would 
increase profits and be consistent with the company’s objec- 
tive to be the largest online retailer. The company’s marketing 
mix reflects this broad market by offering the latest products, 


attractive prices, effective promotions, and a website that 


and not sold to teens—and if the firm uses appropriate ot Nay eee 
facilitates distribution. 


promotional tactics—do such products cross the line?‘ 


Creating the Marketing Mix 


The selection of a target market serves as the basis for creating 

a marketing mix to satisfy the needs of that market. The deci- 
sions made in creating a marketing mix are only as good as the organization’s understand- 
ing of its target market. This understanding typically comes from careful, in-depth research 
into the characteristics of the target market. Thus, although demographic information is 
important, the organization should also analyze customer needs, preferences, and behaviors 
with respect to product design, pricing, distribution, and promotion. Such is the case for 
Kimberly-Clark; its marketing researchers found that customers who buy Kleenex tissues 
have varied needs, so the company introduced a variety of packages, colors, and tissue types 
to meet the needs of its diverse target markets. These products ranged from tissues that are 
antiviral, for everyday use, with lotion, with different expressions, and ultra soft. The box 
shapes come in square, rectangle, and oval. 

Marketing mix decisions should have two additional characteristics: consistency and 
flexibility. All marketing mix decisions should be consistent with the business-unit and cor- 
porate strategies. Such consistency allows the organization to achieve its objectives on all 
three levels of planning. Flexibility, on the other hand, permits the organization to alter 
the marketing mix in response to changes in market conditions, competition, and customer 
needs. Marketing strategy flexibility has a positive influence on organizational performance. 

The concept of the four marketing mix variables has stood the test of time, providing 
marketers with a rich set of questions for the four most important decisions in strategic 
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marketing. Consider the efforts of Harley-Davidson to improve its competitive position. The 
company worked to improve its product by eliminating oil leaks and other problems and 
setting prices that customers consider fair. The company used promotional tools to build a 
community of Harley riders renowned for their camaraderie. Harley-Davidson also fostered 
strong relationships with the dealers that distribute the company’s motorcycles and related 
products, which reinforced the company’s promotional messages. 

At the marketing mix level, a company can detail how it will achieve a competitive 
advantage. To gain an advantage, the company must do something better than its competi- 
tion. In other words, its products must be of higher quality, its prices must be consistent with 
its products’ level of quality (value), its distribution methods must be efficient and cost as 
little as possible, and its promotion must be more effective than the competition’. It is also 
important that the company attempt to make these advantages sustainable. A sustainable 
competitive advantage is one that the competition cannot copy in the foreseeable future. 
Walmart, for example, maintains a sustainable competitive advantage in groceries over super- 
markets because of its highly efficient and low-cost distribution system. This advantage 
allows Walmart to offer lower prices and helps it gain the largest share of the supermarket 
business. Maintaining a sustainable competitive advantage requires flexibility in the market- 
ing mix when facing uncertain competitive environments. 


Creating the Marketing Plan 


A major concern in the strategic planning process is marketing planning, the systematic 
process of assessing marketing opportunities and resources, determining marketing objec- 
tives, defining marketing strategies, and establishing guidelines for implementation and con- 
trol of the marketing program. A key component of marketing planning is the development 
of a marketing plan. As noted earlier, a marketing plan is a written document that outlines 
and explains all the activities necessary to implement marketing strategies. The document is 
intended for both marketing and nonmarketing personnel in the company. It describes the 
company’s current position or situation, establishes marketing objectives for the product or 
product group, and specifies how the organization will attempt to achieve those objectives. 

For example, FLEXPETZ’s “time-share pet” marketing plan for targeting dog lovers who 
do not have enough time to care for a pet full-time includes rental and registration fees of 
$99.95 per month, and part-time owners can book their time with “their” pet online or by 
telephone. Each dog has an embedded GPS chip in case it strays and brings its own leash, 
chew toys, bed, bowls, and dog food to the customer’s home. Customers are required to 
attend an hour-long training session and to rent their dog at least four times a month. The 
company’s objectives also include opening more U.S. and European locations.” 

Developing a clear, well-written marketing plan, though time consuming, is important. 
The plan is the basis for internal communication among employees. It covers the assignment 
of responsibilities and tasks, as well as schedules for implementation. It presents objectives and 
specifies how resources are to be allocated to achieve those objectives. Finally, the marketing 
plan helps marketing managers monitor and evaluate the performance of a marketing strategy. 

Marketing planning and implementation are inextricably linked in successful companies. 
The marketing plan provides a framework to stimulate thinking and offers strategic direc- 
tion, whereas implementation occurs as an adaptive response to day-to-day issues, Opportu- 
nities, and unanticipated situations—for example, increasing interest rates or an economic 
slowdown—that cannot be incorporated into marketing plans. 

Organizations use many different formats when devising marketing plans. Plans may be 
written for strategic business units, product lines, individual products or brands, or specific 
markets. The key, however, is to make sure that the marketing plan is written in alignment 
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TABLE 2.1 
Plan Component 


Executive summary 


Environmental analysis 


SWOT analysis 


Marketing objectives 


Marketing strategies 


Marketing implementation 


Evaluation and control 


Components of the Marketing Plan _ 


Component Summary 


One- to two-page synopsis of the entire 
marketing plan 


Information about the company’s current 
situation with respect to the marketing 
environment 


Assessment of the organization’s strengths, 
weaknesses, opportunities, and threats 


Specification of the company’s marketing 
objectives 


Outline of how the company will achieve its 
objectives 


Outline of how the company will implement 
its marketing strategies 


Explanation of how the company will mea- 
sure and evaluate the results of the imple- 
mented plan 


ON RE 


Highlights 

1. Stress key points 

2. Include 1-3 key points that make the 
company unique 

1. Assessment of marketing environment 
factors 

2. Assessment of target market(s) 


3. Assessment of current marketing 
objectives and performance 


1. Strengths of the company 
2. Weaknesses of the company 


3. Opportunities in the environment and 
industry 


4. Threats in the environment and industry 


Qualitative measures of what is to be 
accomplished 


1. Target market(s) 

2. Marketing mix 

1. Marketing organization 

2. Activities and responsibilities 


3. Implementation timetable 


1. Performance standards 


2. Financial controls 


3. Monitoring procedures (audits) 


with corporate and business-unit strategies and is accessible to and shared with all key 
employees. Marketing plans are critical parts of a company’s overall strategy development, 
and they should go beyond the interests of marketing personnel to permeate the company’s 
culture and all functional specialists in the company. Most plans share some common ground 
by including many of the same components. Table 2.1 describes the major parts of a typical 
marketing plan. 


Implementing Marketing Strategies 


Marketing implementation is the process of putting marketing strategies into action. 
Although implementation is often neglected in favor of strategic planning, the implemen- 
tation process itself can determine whether a marketing strategy succeeds. It is also impor- 
tant to recognize that marketing strategies almost always turn out differently than expected. 
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In essence, all organizations have two types of strategy: intended strategy and realized strat- 
egy.” The intended strategy is the strategy the organization decides on during the planning 
phase and wants to use, whereas the realized strategy is the strategy that actually takes place. 
The difference between the two is often the result of how the intended strategy is imple- 
mented. When Japanese fast-food restaurants were first introduced in the United States, they 
were generally located in food courts. However, Japanese- and Asian-fare fast-food chains 
such as Yoshinoya and Hibachi-San Japanese Grill are growing at three times the rate of other 
fast-food restaurants in the United States. Yoshinoya is Japan’s largest beef-bowl restaurant 
franchise and has benefited from increasing numbers of global consumers seeking filling, 
tasty, budget-conscious meals.*° The realized strategy, though not necessarily any better or 
worse than the intended strategy, often does not live up to planners’ expectations. 


CUSTOMER RELATIONSHIP MANAGEMENT 


As we saw in Chapter 1, customer relationship management (CRM) focuses on using infor- 
mation about customers to create marketing strategies that develop and sustain desirable 
long-term customer relationships. The airline industry is a key player in CRM efforts with its 
frequent-flyer programs. In some sense, an argument can be made that the airline industry 
exemplifies the best (and, some would say, also the worst) of CRM practices. It all started 
in 1981 with American Airlines and the launch of their AAdvantage Program. Now most 
airlines have their own or even shared frequent-flyer programs. These programs track indi- 
vidual information about customers, using databases that can help airlines understand what 
different customers want, and treat customers differently depending on their flying habits. 
Relationship-building efforts like frequent-flyer programs have been shown to increase cus- 
tomer value.’ 

CRM strives to build satisfying exchange relationships between buyers and sellers by 
gathering useful data at all customer-contact points—telephone, fax, Internet, and personal— 
and analyzing that data to better understand customers’ needs, desires, and habits. It focuses 
on building and using databases and leveraging technologies to identify strategies and meth- 
ods that will maximize the lifetime value of each desirable customer to the company. It is 
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imperative that marketers educate themselves about their customers’ expectations if they are 
to satisfy their needs; customer dissatisfaction will only lead to defection.* 

CRM technologies help marketers identify specific customers, establish interactive 
dialogues with them to learn about their needs, and combine this information with their 
purchase histories to customize products to meet those needs. Like many online retailers, 
Amazon.com analyzes purchase data to understand each customer's interests. This informa- 
tion helps the retailer improve its ability to satisfy individual customers and thereby increases 
sales of books, music, movies, and other products to each customer. The ability to identify 
individual customers allows marketers to shift their focus from targeting groups of similar 
customers to increasing their share of an individual customer’s purchases. Thus, the emphasis 
changes from share of market to share of customer. 

Focusing on share of customer requires recognizing that all customers have different 
needs and that not all customers weigh the value of a company equally. CRM technologies 
help marketers analyze individual customers’ purchases and identify the most profitable and 
loyal customers. The most basic application of this idea is the 80/20 rule: 80 percent of busi- 
ness profits come from 20 percent of customers. The goal is to assess the worth of individual 
customers and thus estimate their lifetime value to the company. The concept of customer 
lifetime value (CLV) may include not only an individual’s propensity to engage in purchases 
but also his or her strong word-of-mouth communication about the company’s products. 
Some customers—those who require considerable hand-holding or who return products 
frequently—may simply be too expensive to retain due to the low level of profits they gener- 
ate. Companies can discourage these unprofitable customers by requiring them to pay higher 
fees for additional services. 

CLV is a key measurement that forecasts a customer’s lifetime economic contribution 
based on continued relationship marketing efforts. It can be calculated by taking the sum 
of the customer's present value contributions to profit margins over a specific time frame. 
For example, the lifetime value of a Lexus customer could be predicted by how many new 
automobiles Lexus could sell the customer over a period of years and a summation of the 
contribution to margins across the time period. Although this is not an exact science, know- 
ing a customer's potential lifetime value can help marketers determine how best to allocate 
resources to marketing strategies to sustain that customer over a lifetime. 


APPROACHES TO MARKETING IMPLEMENTATION 


Just as organizations can achieve their goals by using different marketing strategies, they 
can also implement their marketing strategies by using different approaches. Three common 
approaches involve customer relationship management, internal marketing, and total qual- 
ity management. Customer relationship management was already discussed in Chapter 1, so 
this section will discuss internal marketing and total quality management. Each approach 
represents a mindset that marketing managers may adopt when organizing and planning 
marketing activities. These approaches are not mutually exclusive; indeed, many companies 
adopt more than one when designing marketing activities. 


Internal Marketing 


External customers are the individuals who patronize a business—the familiar definition of 
“customers”—whereas internal customers are the company’s employees. For implementa- 
tion to succeed, the needs of both groups of customers must be met. If internal customers are 
not satisfied, it is likely that external customers will not be satisfied either. Thus, in addition 
to targeting marketing activities at external customers, a company uses internal marketing 
to attract, motivate, and retain qualified internal customers by designing internal products 
(jobs) that satisfy their wants and needs. Internal marketing is a management philosophy 
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that coordinates internal exchanges between the organization 
and its employees to achieve successful external exchanges 
between the organization and its customers. 

Generally speaking, internal marketing refers to the 
managerial actions necessary to make all members of the 
organization understand and accept their respective roles 
in implementing the marketing strategy. Thus, marketing 
managers need to focus internally on employees as well as 
externally on customers. This means that all internal cus- 
tomers, from the president of the company down to the 
hourly workers on the shop floor, must understand the 
roles they play in carrying out their jobs and implementing 
the marketing strategy. At Starbucks, all employees receive 
training and support—including health-care benefits—that 
foster an organizational culture founded on product qual- 
ity and environmental concern. In short, anyone invested in 
the company, both marketers and those who perform other 
functions that are a part of the company’s value chain, must 
recognize the tenet of customer orientation and service that 
underlies the marketing concept. Being market oriented as 
a company is not a marketing responsibility; it is a compa- 
nywide activity that engages all employees (marketing and 
nonmarketing). 

Like external marketing activities, internal marketing may 
involve all the elements of the marketing mix: product, price, 
promotion, and distribution. For instance, an organization 
may sponsor sales contests to inspire sales personnel to 
boost their selling efforts. Such efforts help employees 
(and ultimately the company) understand customers’ needs 
and problems, foster communication between employees 
and management, teach valuable new skills, and heighten 


Entrepreneurship in Marketing 


Bonobos Benefits by 
Empowering Employees 


Although Andy Dunn and Brian Spaly named their 
e-business Bonobos, they do not monkey around when 
it comes to internal marketing. Bonobos is a fast-growing 
young company that manufactures and sells men’s 
clothing. Its continued success depends on the ability of 
its employees to make the most of every opportunity, 
solve problems quickly, and turn first-time buyers into 
loyal repeat customers through outstanding service. 


The entrepreneurs’ goal, says Dunn, is to create “an envi- 
ronment where people can come alive every day” and 
be empowered to deliver the best possible service. By 
encouraging employees to make on-the-spot decisions, 
Bonobos can offer the exceptional service that sets it 
apart from competitors. 


Successful internal marketing has helped Bonobos 
implement marketing plans to attract 32,000 customers 
and build annual revenues to $15 million. Looking ahead, 
the company is relying on its tradition of service excellence 
to keep sales and profits growing year after year.’ 


the employees’ enthusiasm for their jobs. In addition, many companies use planning 


sessions, websites, e-mail, workshops, letters, formal reports, and personal conversations 
to ensure that employees comprehend the corporate mission, the organization's goals, and 
the marketing strategy. The ultimate results are more satisfied employees and improved 


customer relations. 


Delivering on Quality 


Quality is a major concern in most organizations, particularly in light of intense foreign 
competition, more demanding customers, and poorer profit performance owing to reduced 
market share and higher costs. To regain a competitive edge, a number of companies have 
adopted a total quality management approach that follows standards established by the ISO 


(International Organization for Standardization). 


Total quality management (TQM) is a philosophy that uniform commitment to qual- 
ity in all areas of the organization will promote a culture that meets customers’ perceptions 
of quality. Indeed, research has shown that quality orientation and market orientation are 
complementary and together are sources of superior performance.” TQM involves coordi- 
nating efforts to improve customer satisfaction, increasing employee participation, forming 
and strengthening supplier partnerships, and facilitating an organizational culture of con- 
tinuous quality improvement. It requires constant improvements in all areas of the company 


as well as employee empowerment. 


total quality 
management (TQM) 
A philosophy that uniform 
commitment to quality in all 
areas of the organization will 
promote a culture that meets 
customers’ perceptions of 
quality 
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Continuous improvement of an organization's goods and ser- 
vices is built around the notion that quality is free; in contrast, 
not having high-quality goods and services can be very expensive, 
especially in terms of dissatisfied customers.*’ A primary tool of the 
continuous improvement process is benchmarking, comparing the 
quality of the organization's goods, services, or processes with that 
of the best-performing companies in the industry.’ Benchmarking 
fosters organizational “learning” by helping companies identify and 
enhance valuable marketing capabilities.** Benchmarking lets the 
organization assess where it stands competitively in its industry, thus 
giving it a goal to aim for over time. Many companies adhere to the 
quality standards developed by the International Organization for 
Standardization. ISO has developed about 18,000 quality standards 
across all industries since 1947. 

Ultimately, the success or failure of a quality program is due to 
the efforts of the organization’s employees. Thus, employee recruit- 
ment, selection, and training are critical to the success of marketing 
implementation. Empowerment gives customer-contact employees 
the authority and responsibility to make marketing decisions without 
seeking the approval of their supervisors.**? Although employees at 
any level in an organization can be empowered to make decisions, 
empowerment is used most often at the frontline, where employees 
interact daily with customers. 

One characteristic of empowerment is that employees can per- 
form their jobs the way they see fit, as long as their methods and 
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In the hotel industry, Ritz-Carlton is well known for its total outcomes are consistent with the organization's mission. However, 
quality management program, which has a reputation of empowering employees is successful only if the organization is 


high-quality customer service. 


guided by an overall corporate vision, shared goals, and a culture 

that supports the quality effort. For instance, Ritz-Carlton hotels 

give each customer-contact employee permission to take care of 
customer needs as he or she observes issues. A great deal of time, effort, and patience is 
needed to develop and sustain a quality-oriented culture in an organization. 


ORGANIZING MARKETING ACTIVITIES 


The structure and relationships of a marketing unit, including lines of authority and 
responsibility that connect and coordinate individuals, strongly affect marketing activities. 
Companies that truly adopt the marketing concept develop a distinct organizational culture: 
a culture based on a shared set of beliefs that makes the customer’s needs the pivotal point 
of the company’s decisions about strategy and operations.” Instead of developing products 
in a proverbial vacuum and then trying to persuade customers to purchase those products, 
companies that use the marketing concept begin with an orientation toward their customers’ 
needs and desires. Recreational Equipment Inc. (REI), for example, gives customers a chance 
to try out sporting goods in conditions that approximate how the products will actually be 
used. Customers can try out hiking boots on a simulated hiking path with a variety of trail 
surfaces and inclines or test climbing gear on an indoor climbing wall. In addition, REI 
offers clinics to customers, such as “Rock Climbing Basics,” “Basic Backpacking,” and “REI’s 
Outdoor School.” 

If the marketing concept serves as a guiding philosophy, the marketing unit will be closely 
coordinated with other functional areas such as production, finance, and human resources. 
Marketing must interact with other departments in a number of key areas. It needs to work 
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with manufacturing in determining the volume and variety of the company’s products. 
Those in charge of production rely on marketers for accurate sales forecasts. Research and 
development departments depend heavily on information gathered by marketers regarding 
the product features and benefits that consumers desire. Decisions made by the physical 
distribution department hinge on information about the urgency of delivery schedules and 
cost/service trade-offs. 

How effectively a company’s marketing management can plan and implement market- 
ing strategies also depends on how the marketing unit is organized. Organizing market- 
ing activities in ways that mesh with a company’s strategic marketing approach enhances 
performance.” Effective organizational planning can give the company a competitive 
advantage. The organizational structure of a marketing department establishes the authority 
relationships among marketing personnel and specifies who is responsible for making certain 
decisions and performing particular activities. This internal structure helps direct marketing 
activities. 

One crucial decision regarding structural authority is centralization versus decentraliza- 
tion. In a centralized organization, top-level managers delegate little authority to lower 
levels. In a decentralized organization, decision-making authority is delegated as far down 
the chain of command as possible. The decision to centralize or decentralize the organiza- 
tion directly affects marketing. Most traditional organizations are highly centralized. In these 
organizations, most, if not all, marketing decisions are made at the top levels. However, as 
organizations become more marketing oriented, centralized decision making proves some- 
what ineffective. In these organizations, decentralized authority allows the company to 
respond to customer needs more quickly. 

No single approach to organizing a marketing unit works equally well in all busi- 
nesses. The best approach or approaches depend on the number and diversity of the com- 
pany’s products, the characteristics and needs of the people in the target market, and many 
other factors. A marketing unit can be organized according to (1) functions, (2) products, 
(3) regions, or (4) types of customers. Companies often use some combination of these 
organizational approaches. Product features may dictate that the marketing unit be struc- 
tured by products, whereas customer characteristics may require that it be organized by 
geographic region or by types of customers. By using more than one type of structure, a 
flexible marketing unit can develop and implement marketing plans to match customers’ 
needs precisely. 


Organizing by Functions 

Some marketing departments are organized by general marketing functions, such as 
marketing research, product development, distribution, sales, advertising, and customer rela- 
tions. The personnel who direct these functions report directly to the top-level marketing 
executive. This structure is fairly common because it works well for some businesses with 
centralized marketing operations, such as Ford and General Motors. In more decentralized 
companies, such as grocery store chains, functional organization can cause serious coordi- 
nation problems. However, the functional approach may suit a large, centralized company 
whose products and customers are neither numerous nor diverse. 


Organizing by Products 


An organization that produces and markets diverse products may find the functional approach 
inadequate. The decisions and problems related to a single marketing function for one prod- 
uct may be quite different from those related to the same marketing function for another 
product. As a result, businesses that produce diverse products sometimes organize their mar- 
keting units according to product groups. Organizing by product groups gives a company 
the flexibility to develop special marketing mixes for different products. Procter & Gamble, 
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like many companies in the consumer packaged goods industry, is organized by product 
group. Although organizing by products allows a company to remain flexible, this approach 
can be rather expensive unless efficient categories of products are grouped together to reduce 
duplication and improve coordination of product management. 


Organizing by Regions 

A large company that markets products nationally (or internationally) may organize its mar- 
keting activities by geographic regions. Managers of marketing functions for each region 
report to their regional marketing manager; all the regional marketing managers report 
directly to the executive marketing manager. Frito-Lay, for example, is organized into four 
regional divisions, allowing the company to get closer to its customers and respond more 
quickly and efficiently to regional competitors. This form of organization is especially effec- 
tive for a company whose customers’ characteristics and needs vary greatly from one region to 
another. Companies that try to penetrate the national market intensively may divide regions 
control into sub-regions. 


Organizing by Types of Customers 


Sometimes a company’s marketing unit is organized according to types of customers. 
This form of internal organization works well for a company that has several groups of 
customers whose needs and problems differ significantly. For example, Home Depot targets 
home builders and contractors as well as do-it-yourself customers and consumers who desire 


installation and service. Retailers may want more rapid delivery of small shipments and more 
personal selling by the producer than do either wholesalers 
or institutional buyers. Because the marketing decisions and 
activities required for these two groups of customers differ 
considerably, the company may find it efficient to organize its 
marketing unit by types of customers. 


CONTROLLING MARKETING 
ACTIVITIES 


To achieve both marketing and general organizational objec- 
tives, marketing managers must effectively control marketing 
efforts. The marketing control process consists of establish- 
ing performance standards, evaluating actual performance by 
comparing it with established standards, and reducing the dif- 
ferences between desired and actual performance by taking cor- 
rective actions. 


ire 


Although the control function is a fundamental man- 
agement activity, it has received little attention in market- 
8 , : ing. Organizations have both formal and informal control 
ete swmcmontesatenemmme Systems. The formal marketing control process, as mentioned 
¥ : earlier, involves performance standards, evaluation of actual 

performance, and corrective action to remedy shortfalls 
” (see Figure 2.6). The informal control process involves self- 
eines ps control, social or group control, and cultural control through 
Organizing by Types of Customers ) : 
Garmin organizes its marketing activities based on types of acceptance of the company’s value system. Which type of con- 
customers. The company serves several industries, including trol system dominates depends on the environmental context of 
automotive, marine, aviation, and outdoor recreation. the company.*° We now discuss these steps in the formal control 
process and consider the major problems they involve. 
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Establishing Performance Standards 


Planning and controlling are closely linked because plans include statements about what 
is to be accomplished. For purposes of control, these statements function as performance 
standards. A performance standard is an expected level of performance against which actual 
performance can be compared. A performance standard might be a 20 percent reduction in 
customer complaints, a monthly sales quota of $150,000, or a 10 percent increase per month 
in new-customer accounts. 


Evaluating Actual Performance 


To compare actual performance with performance standards, marketing managers must 
know what employees within the company are doing and have information about the activi- 
ties of external organizations that provide the company with marketing assistance. Such is the 
case with Cadillac, which, like many automakers, uses many measures to evaluate its product 
and service levels, including how well it ranks on the J. D. Power & Associates Customer 
Service Index. In 2010, Cadillac ranked number one in initial quality for the Large Premium 
Crossover/SUV segment.*” Records of actual performance are compared with performance 
standards to determine whether and how much of a discrepancy exists. For example, if GM 
determines that only 6.5 million vehicles were sold in 2010, a discrepancy would have existed 
if its goal was 6.75 million vehicles. 


Taking Corrective Actions 


Marketing managers have several options for reducing a discrepancy between established 
performance standards and actual performance. They can take steps to improve actual per- 
formance, reduce or totally change the performance standard, or do both. For example, 
facing intense competition and tight profit margins, HDTV makers have begun to add 
new features—such as LED backlighting, screen refresh (to prevent motion blur in sport- 
ing events), proprietary color-processing technology, and easier connections—to engage 
customers. To improve actual performance, the marketing manager may have to use better 
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methods of motivating marketing personnel or find more effective techniques for coordinat- 


ing marketing efforts. 


Controlling Marketing Activities 


In their efforts to control marketing activities, marketing managers frequently run into sev- 
eral problems. Often, the information required to control marketing activities is unavailable 
or is available only at a high cost. Although marketing controls should be flexible enough 
to allow for environmental changes, the frequency, intensity, and unpredictability of such 
changes may hamper control. In addition, the time lag between marketing activities and 
their results limits a marketing manager's ability to measure the effectiveness of specific mar- 
keting activities. This is especially true for all advertising activities. 

Because marketing and other business activities overlap, marketing managers cannot 
determine the precise costs of marketing activities. Without an accurate measure of market- 
ing costs, it is difficult to know if the outcome of marketing activities is worth the expense. 
Finally, marketing control may be difficult because it is very hard to develop exact perfor- 
mance standards for marketing personnel. 


CHAPTER REVIEW 


pany does extremely well, sometimes so well that 
it gives the company an advantage over its com- 
petition. When the right combination of circum- 
stances and timing permits an organization to take 
action toward reaching a particular target market, 
a market opportunity exists. Strategic windows are 
temporary periods of optimal fit between the key 
requirements of a market and the particular capa- 
bilities of a company competing in that market. 
When a company matches a core competency to 
opportunities it has discovered in the marketplace, 
it is said to have a competitive advantage. 


1 Describe the strategic planning process. 


Through the process of strategic planning, a com- 
pany identifies or establishes an organizational mis- 
sion and goals, corporate strategy, marketing goals 
and objectives, marketing strategy, and a market- 
ing plan. To achieve its marketing objectives, an 
organization must develop a marketing strategy, 
which includes identifying a target market and 
developing a plan of action for developing, distrib- 
uting, promoting, and pricing products that meet 
the needs of customers in that target market. The 
strategic planning process ultimately yields the 


framework for a marketing plan, a written docu- 
ment that specifies the activities to be performed 
for implementing and controlling an organiza- 
tion’s marketing activities. 


Explain how organizational resources and 
opportunities affect the planning process. 


The marketing environment, including economic, 
competitive, political, legal and regulatory, socio- 
cultural, and technological forces, can affect the 
resources a company can acquire and use to cre- 
ate favorable opportunities. Resources may include 
core competencies, which are things that a com- 


Understand the role of the mission statement 
in strategic planning. 


An organization’s goals should be derived from its 
mission statement—a long-term view, or vision, 
of what the organization wants to become. A well- 
formulated mission statement helps give an orga- 
nization a clear purpose and direction, distinguish 
it from competitors, provide direction for strate- 
gic planning, and foster a focus on customers. An 
organization’s goals and objectives, which focus on 
the end results sought, guide the remainder of its 
planning efforts. 
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Examine corporate, business-unit, 
and marketing strategies. 


Corporate strategy determines the means for utiliz- 
ing resources in the areas of production, finance, 
research and development, human resources, 
and marketing to reach the organization’s goals. 
Business-unit strategy focuses on strategic business 
units (SBUs)—divisions, product lines, or other 
profit centers within the parent company used to 
define areas for consideration in a specific strategic 
market plan. The Boston Consulting Group’s mar- 
ket growth/market share matrix integrates a com- 
pany’s products or SBUs into a single, overall matrix 
for evaluation to determine appropriate strategies for 
individual products and business units. Marketing 
strategies, the most detailed and specific of the three 
levels of strategy, are composed of two elements: the 
selection of a target market and the creation of a 
marketing mix that will satisfy the needs of the cho- 
sen target market. The selection of a target market 
serves as the basis for the creation of the marketing 
mix to satisfy the needs of that market. Marketing 
mix decisions should also be consistent with busi- 
ness-unit and corporate strategies and be flexible 
enough to respond to changes in market condi- 
tions, competition, and customer needs. Different 
elements of the marketing mix can be changed to 
accommodate different marketing strategies. 


Understand the process of creating 
the marketing plan. 


A key component of marketing planning is the 
development of a marketing plan, which outlines 
all the activities necessary to implement marketing 
strategies. The plan fosters communication among 
employees, assigns responsibilities and sched- 
ules, specifies how resources are to be allocated to 
achieve objectives, and helps marketing managers 
monitor and evaluate the performance of a market- 
ing strategy. 


Describe the marketing implementation 
process and the major approaches to 
marketing implementation. 


Marketing implementation is the process of exe- 
cuting marketing strategies. Marketing strate- 
gies do not always turn out as expected. Realized 
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marketing strategies often differ from the intended 
strategies because of issues related to implemen- 
tation. Proper implementation requires efficient 
organizational structures and effective control and 
evaluation. 


One major approach to marketing implemen- 
tation is customer relationship management 
(CRM), which focuses on using information 
about customers to create marketing strategies 
that develop and sustain desirable long-term 
customer relationships. CRM employs database 
marketing techniques to identify different types 
of customers and develop specific strategies for 
interacting with each customer. Another approach 
is internal marketing, a management philosophy 
that coordinates internal exchanges between the 
organization and its employees to achieve success- 
ful external exchanges between the organization 
and its customers. For strategy implementation 
to be successful, the needs of both internal and 
external customers must be met. 


The organization of marketing activities involves 
the development of an internal structure for the 
marketing unit. In a centralized organization, 
top-level managers delegate very little authority 
to lower levels, whereas in decentralized organi- 
zations, decision-making authority is delegated as 
far down the chain of command as possible. The 
marketing unit can be organized by functions, 
products, regions, or types of customers, or some 
combination of those elements. 


The marketing control process consists of estab- 
lishing performance standards, evaluating 
actual performance by comparing it with estab- 
lished standards, and reducing the discrepancy 
between desired and actual performance. When 
actual performance is compared with perfor- 
mance standards, marketers must determine 
whether a discrepancy exists and, if so, whether 
it requires corrective action, such as changing 
the performance standard or improving actual 
performance. Problems encountered in con- 
trolling marketing activities include lack of 
information, environmental changes, time lags 
between marketing activities and their effects, 
and difficulty in determining the costs of mar- 
keting activities. 
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ISSUES FOR DISCUSSION AND REVIEW 


. Identify the major components of strategic 7. How can an organization make its competi- 
planning, and explain how they are interrelated. tive advantages sustainable over time? How 
. , difficult is it to create sustainable competitive 
. What are the two major parts of a marketing 5 
5 advantages: 
strategy: 
8. What benefits do marketing managers gain from 


. What are some issues to consider in analyzing a 
company’s resources and opportunities? How do 
these issues affect marketing objectives and market- 
ing strategy? 


. How important is the SWOT analysis to the mar- 
keting planning process? 


5. How should organizations set marketing objectives? 


: Explain how an organization can create a competi- 
tive advantage at the corporate, business-unit, and 
marketing strategy levels. 


10. 


1G 


planning? Is planning necessary for long-run sur- 
vival? Why or why not? 


Why does an organization’s intended strategy often 
differ from its realized strategy? 

Why might an organization use multiple bases for 
organizing its marketing unit? 


What are the major steps of the marketing control 
process? 
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MARKETING APPLICATIONS 


1. Contact three companies that appear to be success- 
ful. Ask one of the company’s managers if he or she 
would share with you the company’s mission state- 
ment or organizational goals. For many companies, 
the mission statement and organizational goals can 
also be found on the company’s webpage. Obtain 
as much information as possible about the mission 
statement and organizational goals. Discuss how the 
statement matches the criteria outlined in the text. 


2. Assume you own a new, family-style restaurant 
that will open for business in the coming year. 
Formulate a long-term goal for the restaurant, and 
then develop short-term goals to help you achieve 
the long-term goal. 


3. Amazon.com identified an opportunity to capitalize 
on a desire of many consumers to shop at home. This 
strategic window gave Amazon.com a very competi- 
tive position in a new market. Consider the opportu- 
nities that may be present in your city or your region. 
Identify a strategic window, and discuss how a com- 
pany could take advantage of this opportunity. What 


types of core competencies are necessary? 


4. Marketing units may be organized according to 
functions, products, regions, or types of customers. 
Describe how you would organize the marketing 
units for the following. 

a. A toothpaste with whitener; a toothpaste with 
sensitivity protection; a toothpaste with cinna- 
mon flavor 


b. A national line offering all types of winter 
and summer sports clothing for men and 
women 

c. A life insurance company that provides life, 
health, and disability insurance 


ONLINE EXERCISE 


5. Internet analysts have praised Sony’s website as one 
of the best organized and most informative on the 
Internet. See why by accessing www.sony.com. 

a. Based on the information provided on the 
website, describe Sony’s SBUs. Does Sony have 
SBUs that are divisions, product lines, or some 
other profit center structure within the parent 
company Sony? 

b. Based on your existing knowledge of Sony 
as an innovative leader in the consumer elec- 
tronics industry, describe the company’s pri- 
mary competitive advantage (i.e., what makes 
Sony strategically unique?). How does Sony’s 
website support this competitive advantage? 

c. Assess the quality and effectiveness of Sony’s 
website. Specifically, perform a preliminary 
SWOT analysis comparing Sony’s website 
with other high-quality websites you have 
visited. 


DEVELOPING YOUR MARKETING PLAN 


One of the foundations of a successful marketing strat- 
egy is a thorough analysis of your company. To make 
the best decisions about what products to offer, which 
markets to target, and how to reach those targets, you 
must recognize your company’s strengths and weak- 
nesses. The information collected in this analysis should 
be referenced when making many of the decisions in 
your marketing plan. While writing the beginning of 
your plan, the information in this chapter can help you 
with the following issues: 


1. Can you identify the core competencies of your 
company? Do they currently contribute to a com- 
petitive advantage? If not, what changes could your 
company make to establish a competitive advantage? 


2. Conduct a SWOT analysis of your company to 
identify its strengths and weaknesses. Continue 
your analysis to include the business environment, 
discovering any opportunities that exist or threats 
that may affect your company. 


3. Using the information from your SWOT analysis, 
have you identified any opportunities that are a 
good match with your company’s core competen- 
cies? Likewise, have you discovered any weaknesses 
that could be converted to strengths through care- 
ful marketing planning? 


The information obtained from these questions should 
assist you in developing various aspects of your marketing 
plan found in the /nteractive Marketing Plan exercise at 
www.cengagebrain.com. 


VIDEO CASE 


Larry Bodkin had a tough road ahead of him when he became 
president of White Rock Beverages. Founded in the late 1800s, 
White Rock’s sparkling water reached its heyday in the early 
20th century as the water of the upper class. However, by 

the end of the century, White Rock was struggling to survive. 
Growth had stagnated, and new strategies were needed to keep 
the White Rock brand alive. 


White Rock used a combination of different marketing strate- 
gies to revitalize the company. For years it utilized a hybrid dis- 
tribution system to sell directly to distributors in some markets 
and to retailers in other markets. In the process, White Rock uses 
customer service as a differentiator between its beverages and 
its competitors. White Rock customers feel like the company 

is responsive to their needs, with many becoming loyal to the 
White Rock brand. 


Another way in which White Rock differentiates itself from 
companies like Coca-Cola and Pepsi is by its branding strategy. 
The company recognizes that one of its key strengths is as a 
premium brand for a niche market segment. White Rock tar- 
gets the health-food segment by marketing itself as a unique, 
healthy brand. It also capitalizes on its history as one of the 
oldest sparkling beverage companies in America. This brand 
appeal has become so important that White Rock challenged 
Coca-Cola after Coke claimed that it created today’s modern 
image of Santa Claus. Bodkin demanded an apology from 
Coca-Cola when it was revealed that White Rock had been 
using the modern Santa Claus ad two decades prior to Coca- 
Cola’s Santa ads. By developing a strong, authentic brand 
image, White Rock is attempting to reassert its brand into the 
minds of consumers. 
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WHITE Rock Uses MARKETING 
STRATEGIES TO REVITALIZE COMPANY 


White Rock's efforts have been successful in stimulating growth. 
The company grew 10 percent in a recent year. However, since 
White Rock recognizes that its brand has matured (meaning 
that growth will likely be minimal), the company is adapting its 
strategy by introducing White Rock in new containers and sizes. 
For instance, it developed the White Rock Punch ‘n’ Fruity juice 
boxes, which are meant to appeal to on-the-go consumers and 
parents. Additionally, White Rock is breaking into the organic 
industry with its line of White Rock organics, made with cane 
sugar and natural fruit extracts. 


White Rock is also pursuing an acquisition strategy of other 
brands. In addition to the White Rock brand, the company owns 
the Sioux City and Olde Brooklyn brands. Both brand names 
appeal to a bygone era. White Rock credits its nationally distrib- 
uted Sioux City brand as one of the first brands of soft drinks 

to carry a Western theme. Olde Brooklyn's flavors are named 
after Brooklyn neighborhoods that imbue the brand with a 
sense of authenticity. Olde Brooklyn also lacks preservatives, 
which appeals more to the health food market. By using brands 
such as Olde Brooklyn to gain entry into health-food stores like 
Trader Joe’s, White Rock hopes to expand its market of distribu- 
tion and secure more growth for the company.*® 


QUESTIONS FOR DISCUSSION 


1. What do you think White Rock’s core competency is to 
reach a particular target market or market opportunity? 


2. What do you think White Rock should do to gain competi- 
tive advantage? 


3. What elements of the marketing mix could White Rock 
change to improve its marketing strategy? 
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The Economic Benefits of Buying Local 


Like going green, buying local has become a popular trend. The belief that 
buying local saves jobs, coupled with crises associated with harmful meat 
and lead-tainted toys, have garnered additional support for locally owned 
businesses. Companies like Whole Foods promote local products to support 
sustainability and a green marketing theme. However, buying local can be 
expensive and challenging, particularly as the world becomes increasingly 
globalized. Critics also argue that altering purchasing patterns may remove 
money and jobs elsewhere. 

On the other hand, there are definite benefits to buying local. For exam- 
ple, local retailers are more likely to do business with other local businesses 
and use local services, keeping money in the community. According to the 
research firms Institute for Local Self-Reliance and Civic Economics, the local 
economy retains $45 of each $100 spent locally, while big-box chains retain 


only $13 of each $100 spent. Money spent at a national chain returns to a . 


centralized location, and its dispersion is challenging to track. 

For those who do not want to completely change their purchasing patterns, 
buy local groups like We Are Athens and Local First are suggesting that consum- 
ers simply replace a percentage of their chain store purchases with local ones. 
Such methods seem to be successful, as many local stores who partner with 
these organizations have noticed an uptick in sales. Promoting local products can 
be good for marketing and can have a positive impact on the local economy. ' 
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OBJECTIVES: 


1 


Recognize the importance 
of environmental scanning 
and analysis. 


Explore the effects of 
competitive, economic, 
political, legal and 
regulatory, technological, 
and sociocultural factors 
on marketing strategies. 


Understand the concept 
and dimensions of social 
responsibility. 


Differentiate between 
ethics and social 
responsibility. 
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ai succeed in today’s highly competitive marketplace, companies must respond to 
changes in the marketing environment, particularly changes in customer and public 
desires and competitors’ actions. Increasingly, success also requires that marketers act respon- 
sibly and ethically. Because recognizing and responding to such changes in the marketing 
environment are crucial to marketing success, this chapter explores in some detail the forces 
that contribute to these changes. 

The first half of this chapter explores the competitive, economic, political, legal and 
regulatory, technological, and sociocultural forces that make up the marketing environment. 
This discussion addresses the importance of scanning and analyzing the marketing environ- 
ment, as well as how each of these forces influences marketing strategy decisions. The second 
half of the chapter considers the role of social responsibility and ethics. These increasingly 
important forces raise several issues that pose threats and opportunities to marketers, such as 
the natural environment and consumerism. 


The Marketing Environment 


The marketing environment consists of external forces that directly or indirectly influence 
an organization’s acquisition of inputs (human, financial, natural resources and raw materi- 
als, and information) and creation of outputs (goods, services, or ideas). As indicated in 
Chapter 1, the marketing environment includes six such forces: competitive, economic, 
political, legal and regulatory, technological, and sociocultural. 

Whether fluctuating rapidly or slowly, environmental forces are always dynamic. 
Changes in the marketing environment create uncertainty, threats, and opportunities for 
marketers. Consider how dramatic changes in oil prices can change consumer purchasing 
behavior. Over the past five years, oil prices have ranged between $35 a barrel to $147 a 
barrel. These fluctuations have had dramatic effects on many aspects of the economy that 
are dependent upon this energy source. Marketing managers who fail to recognize changes 
in environmental forces leave their firms unprepared to capitalize on marketing opportuni- 
ties or to cope with threats created by changes in the environment. Monitoring the envi- 
ronment therefore is crucial to an organization’s survival and to the long-term achievement 
of its goals. 

To monitor changes in the marketing environment effectively, marketers engage in 
environmental scanning and analysis. Environmental scanning is the process of collect- 
ing information about forces in the marketing environment. Scanning involves observation; 
secondary sources such as business, trade, government, and Internet sources; and marketing 
research. The Internet has become a popular scanning tool because it makes data more acces- 
sible and allows companies to gather needed information quickly. 

Environmental analysis is the process of assessing and interpreting the information 
gathered through environmental scanning. A manager evaluates the information for accu- 
racy; tries to resolve inconsistencies in the data; and, if warranted, assigns significance 
to the findings. By evaluating this information, the manager should be able to identify 
potential threats and opportunities linked to environmental changes. A threat could be 
rising interest rates or commodity prices. An opportunity could be increases in consumer 
income, decreases in the unemployment rate, or adoption of new technology related to 
the Internet. 

Understanding the current state of the marketing environment and recognizing threats 
and opportunities arising from changes within it help companies with strategic planning. In 
particular, they can help marketing managers assess the performance of current marketing 
efforts and develop future marketing strategies. 
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RESPONDING TO THE MARKETING 
ENVIRONMENT 


Marketing managers take two general approaches to environ- 
mental forces: accepting them as uncontrollable or attempt- 
ing to influence and shape them.’ An organization that 
views environmental forces as uncontrollable remains pas- 
sive and reactive toward the environment. Instead of trying 
to influence forces in the environment, its marketing man- 
agers adjust current marketing strategies to environmental 
changes. They approach with caution market opportunities 
discovered through environmental scanning and analysis. 
On the other hand, marketing managers who believe that 
environmental forces can be shaped adopt a more proactive 
approach. For example, if a market is blocked by traditional 
environmental constraints, proactive marketing managers 
may apply economic, psychological, political, and promo- 
tional skills to gain access to and operate within it. Once 
they identify what is blocking a market opportunity, they 
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marketing managers seek to identify market opportunities laws that prohibit texting while driving, 
or to extract greater benefits relative to costs from existing 

market opportunities. Political action is another way to 

affect environmental forces. The pharmaceutical industry, 

for example, has lobbied very effectively for fewer restrictions on prescription drug market- 
ing. However, managers must recognize that there are limits on how much environmental 
forces can be shaped. Microsoft, for example, can take a proactive approach because of its 
financial resources and the highly visible image of its founder, Bill Gates. However, Microsoft 
has also been the target of various lawsuits regarding anticompetitive practices, demonstrat- 
ing that even Microsoft is limited in how far it can influence the business environment. 
Additionally, although an organization may be able to influence legislation through lobby- 
ing, it is unlikely that a single organization can significantly increase the national birthrate or 
move the economy from recession to prosperity. 


COMPETITIVE FORCES 


Few firms, if any, operate free of competition. In fact, for most products, customers have 
many alternatives from which to choose. For example, while the five best-selling soft 
drinks in the United States are Coke Classic, Pepsi-Cola, Diet Coke, Mountain Dew, and 
Diet Pepsi, soft-drink sales in general have flattened as consumers have turned to alterna- 
tives such as bottled water, flavored water, fruit juice, and iced tea products.’ Thus, when 


Product Competition 
Coke and Pepsi compete head-to- 
head in the soft-drink market. 
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marketing managers define the target market(s) their firm will serve, they simultaneously 
establish a set of competitors. The number of firms that supply a product may affect the 
strength of competitors. When just one or a few firms control supply, competitive factors 
exert a different sort of influence on marketing activities than when many competitors exist. 

Broadly speaking, all firms compete with one another for customers’ dollars. More 
practically, however, a marketer generally defines competition as other firms that market 
products that are similar to or can be substituted for its products in the same geographic 
area. These competitors can be classified into one of four types. Brand competitors mar- 
ket products with similar features and benefits to the same customers at similar prices. For 
example, a thirsty, calorie-conscious customer may choose a diet soda such as Diet Coke 
or Diet Pepsi from the soda machine. However, these sodas face competition from other 
types of beverages. Product competitors compete in the same product class but market 
products with different features, benefits, and prices. The thirsty dieter, for instance, might 
purchase iced tea, juice, a sports beverage, or bottled water instead of a soda. Generic 
competitors provide very different products that solve the same problem or satisfy the same 
basic customer need. Our dieter, for example, might simply have a glass of water from the 
kitchen tap to satisfy his or her thirst. Total budget competitors compete for the limited 
financial resources of the same customers.’ Total budget competitors for Diet Coke, for 
example, might include gum, a newspaper, and bananas. Although all four types of compe- 
tition can affect a firm’s marketing performance, brand competitors are the most significant 
because buyers typically see the different products of these firms as direct substitutes for 
one another. Consequently, marketers tend to concentrate environmental analyses on brand 
competitors. 

When just one or a few firms control supply, competitive factors exert a different form of 
influence on marketing activities than when many competitors exist. Table 3.1 presents four 
general types of competitive structures: monopoly, oligopoly, monopolistic competition, and 
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pure competition. A monopoly exists when an organization offers a product that has no 
close substitutes, making that organization the sole source of supply. Because the organiza- 
tion has no competitors, it controls supply of the product completely and, as a single seller, 
can erect barriers to potential competitors. In reality, most monopolies surviving today are 
local utilities, which are heavily regulated by local, state, or federal agencies. An oligopoly 
exists when a few sellers control the supply of a large proportion of a product. In this case, 
each seller considers the reactions of other sellers to changes in marketing activities. Products 
facing oligopolistic competition may be homogeneous, such as aluminum, or differentiated, 
such as package delivery services. Monopolistic competition exists when a firm with many 
potential competitors attempts to develop a marketing strategy to differentiate its product. 
For example, Levi Strauss and Wrangler have established an advantage for their blue jeans 
through well-known trademarks, design, advertising, and a reputation for quality. Wrangler 
is associated with a cowboy image, while Levi’s Dockers tries to maintain a business casual 
image. Although many competing brands of blue jeans are available, these firms have carved 
out market niches by emphasizing differences in their products, especially style and image. 
Pure competition, if it existed at all, would entail a large number of sellers, none of which 
could significantly influence price or supply. The closest thing to an example of pure compe- 
tition is an unregulated farmers’ market, where local growers gather to sell their produce. Pure 
competition is an ideal at one end of the continuum; monopoly is at the other end. Most 
marketers function in a competitive environment somewhere between these two extremes. 

Marketers need to monitor the actions of major competitors to determine what spe- 
cific strategies competitors are using and how those strategies affect their own. Price is 
one of the marketing strategy variables that most competitors monitor. When Frontier or 
Southwest Airlines lowers the fare on a route, most major airlines attempt to match the price. 
Monitoring guides marketers in developing competitive advantages and aids them in adjust- 
ing current marketing strategies and planning new ones. 

In monitoring competition, it is not enough to analyze available information; the firm 
must develop a system for gathering ongoing information about competitors. Understanding 
the market and what customers want, as well as what the competition is providing, will 
assist in maintaining a market orientation.° Information about competitors allows market- 
ing managers to assess the performance of their own marketing efforts and to recognize 
the strengths and weaknesses in their own marketing strategies. Data about market shares, 
product movement, sales volume, and expenditure levels can be useful. However, accurate 
information on these matters is often difficult to obtain. We explore how marketers collect 
and organize such data in Chapter 4. 
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Economic Forces 


Economic forces in the marketing environment influence 
both marketers’ and customers decisions and activities. 
In this section, we examine the effects of buying power 
and willingness to spend, as well as general economic 
conditions. 


Buying Power and Willingness to Spend 


The strength of a person’s buying power depends on eco- 
nomic conditions and the size of the resources—money, 
goods, and services that can be traded in an exchange—that 
enable the individual to make purchases. The major finan- 
cial sources of buying power are income, credit, and wealth. 

For an individual, income is the amount of money 
received through wages, rents, investments, pensions, and 
subsidy payments for a given period, such as a month or 
a year. Normally, this money is allocated among taxes, 
spending for goods and services, and savings. Marketers are 
hs most interested in the amount of money left after payment 
of taxes because this disposable income is used for spend- 
essays iy ing or saving. Because disposable income is a ready source 
of buying power, the total amount available in a nation 


is important to marketers. Several factors determine the 
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Types of Competitive Structures size of total disposable income, including the total amount 
The auto industry is an example of an oligopoly. of income—which is affected by wage levels, the rate of 


discretio 


unemployment, interest rates, and dividend rates—and 

the number and amount of taxes. Disposable income that 
is available for spending and saving after an individual has purchased the basic necessities of 
food, clothing, and shelter is called discretionary income. People use discretionary income 
to purchase entertainment, vacations, automobiles, education, pets, furniture, appliances, 
and so on. Changes in total discretionary income affect sales of these products, especially 
automobiles, furniture, large appliances, and other costly durable goods. 

Credit is also important because it enables people to spend future income now or in 
the near future. However, credit increases current buying power at the expense of future 
buying power. Several factors determine whether people acquire, use, or forgo credit. After 
the last recession, credit for homes has been more difficult for consumers due to the num- 
ber of consumers who defaulted on their loans. Banks have tightened the requirements for 
loans. Interest rates affect buyers’ decisions to use credit, especially for expensive purchases 
such as homes, appliances, and automobiles. When interest rates are low, the total cost 
of automobiles and houses becomes more affordable. In contrast, when interest rates are 
high, consumers are more likely to delay buying such expensive items. Use of credit is also 
affected by credit terms, such as size of the down payment and amount and number of 
monthly payments. 

Wealth is the accumulation of past income, natural resources, and financial resources. 
It exists in many forms, including cash, securities, savings accounts, jewelry, and real estate. 
The significance of wealth to marketers is that as people become wealthier, they gain buy- 
ing power in three ways: they can use their wealth to make current purchases, to generate 
income, and to acquire large amounts of credit. 

People’s willingness to spend—their inclination to buy because of expected satisfac- 
tion from a product—is related, to some degree, to their ability to buy. That is, people 
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are sometimes more willing to buy if they have the buying power. However, several other 
elements also influence willingness to spend. Some elements affect specific products; oth- 
ers influence spending in general. A product’s price and value influence almost all of us. 
Rolex watches, for example, appeal to customers who are willing to spend more for fine 
timepieces even when lower-priced watches are readily available. These types of luxury 
items are becoming very popular in China. In fact, in 2010 General Motors sold more 
cars in China than in the United States. Other companies like Procter & Gamble are not 
only going after the “new rich” in China, but are also developing products for those who 
earn $2 per day.’ The amount of satisfaction received from a product already owned also 
may influence customers’ desires to buy other products. Satisfaction depends not only on 
the quality of the currently owned product but also on numerous psychological and social 
forces. The American Customer Satisfaction Index, computed by the National Quality 
Research Center at the University of Michigan (see Figure 3.1), offers an indicator of 
customer satisfaction with a wide variety of businesses. Among other things, the index 
suggests that if customers become more dissatisfied, they may curtail their overall spend- 
ing, which could stifle economic growth.® Other factors that affect customers’ general 
willingness to spend are expectations about future employment, income levels, prices, 
family size, and general economic conditions. 


Economic Conditions 


The overall state of the economy fluctuates in all countries. Changes in general economic 
conditions affect (and are affected by) supply and demand, buying power, willingness to 
spend, consumer expenditure levels, and the intensity of competitive behavior. Therefore, 
current economic conditions and changes in the economy have a broad impact on the success 
of organizations’ marketing strategies. 

Fluctuations in the economy follow a general pattern, often referred to as the business 
cycle. In the traditional view, the business cycle consists of four stages: prosperity, recession, 
depression, and recovery. During prosperity, unemployment is low, and total income is relatively 
high. Assuming a low inflation rate, this combination ensures high buying power. During a 


FIGURE 3.1 American Customer Satisfaction Index 


a 
$a 


eS Ee ae 
SSS Saws 6 
Pee Sr gee 


bai peed ee ha! = pone Biv: oes ee eee ees => pL 


70.0 ———— - 


241929304 9102304 102304 0102930421 92034 Q1 920304 91920894 01 920394 01920304 91020804 01920304 01920504 01029304 91920308 01 929394 910293 
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 


Year 


34 
$2 


.s 
mai 
os ene 


national_graph_lg.gif (accessed June 20, 2011). 


Source: “National Quarterly Scores,’ American Customer Satisfaction Index, www.theacsi.org/images/stories/images/nationalquarterlyscores/acsi_ 


PART 1: STRATEGIC MARKETING AND ITS ENVIRONMENT 


recession, however, unemployment rises, while total buying 
power declines. Pessimism accompanying a recession often 


A CITY SLICKER stifles both consumer and business spending. A prolonged 


recession may become a depression, a period in which 


unemployment is extremely high, wages are very low, total 
EMAILED IN disposable income is at a minimum, and consumers lack 
THE STICKS. confidence in the economy. During recovery, the economy 


moves from depression or recession to prosperity. It is pos- 
sible to have a recession without a full-blown depression. 
During this period, high unemployment begins to decline, 
total disposable income increases, and the economic gloom 
that reduced consumers’ willingness to buy subsides. Both 
the ability and willingness to buy increase. 
an Fa Meg The business cycle can enhance the success of market- 
8799 ing strategies. In the prosperity stage, for example, market- 
ers may expand their product offerings to take advantage 
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of increased buying power. They may be able to capture a 
larger market share by intensifying distribution and promo- 
tion efforts. In times of recession or depression, when buy- 
ing power decreases, many customers may become more 


price conscious and seek more basic, functional products. 
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During economic downturns, a company should focus its 
efforts on determining precisely what functions buyers want 
and ensure that these functions are available in its product 
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Discretionary Income offerings. Promotional efforts should emphasize value and 
A consumer uses discretionary income when he or she utility. Some firms make the mistake of drastically reduc- 
purchases a laptop computer for personal use. ing their marketing efforts during a recession, harming their 


ability to compete. The United States and most of the world 
experienced a period of prosperity from 2004-2007. During 
this time, household net worth increased by almost 6 percent a year, with rapidly increasing 
home values, low unemployment, low interest rates, and expanding credit availability. The deci- 
sion by the government and financial institutions to grant subprime loans (higher interest loans 
to people with poor credit ratings) triggered the default of these loans and the deepest recession 
since the Great Depression of the 1930s. In 2008 investors lost $10.2 trillion in stock value and 
net household worth declined by 13 percent.’ One out of nine homeowners were struggling 
to avoid foreclosure of the loans on their houses, and more than 4.4 million jobs were lost.!° 
Americans’ financial health declined during the recession, with banks and lenders closing a 
record number of credit card accounts, lowering consumers’ credit scores, and reducing credit 
lines.'' By 2011 the Federal Housing Administration reported that more than 8 percent of 
its insured loans were 90 days or more past due on payments. Luxury retailers and even mid- 
priced department stores struggled to attract shoppers. On the other hand, discounters such as 
Wal-Mart Stores Inc., BJ’s Wholesale Club, Costco Wholesale Corporation, Dollar Tree, and 
fast-food restaurants such as McDonald's saw sales gains.'* Because of fears of job loss, savings 
increased and consumers lowered their expectations and trusted that things would get better. 
By 2011, the recovery from the recession was advancing, but there was still more than 
8 percent unemployment, with housing still depressed. Because the recession forced con- 
sumers to adopt new behaviors, many continued these behaviors even after the recession 
ended. For example, eating out at restaurants was lower after the recession than before 
because consumers had developed the habit of eating at home. Retailers saw a similar trend. 
Many consumers who had “traded down” to shopping at bargain stores like Family Dollar 
continued to shop there for certain items.'? Marketers need to remain flexible and make 
needed adjustments as the various phases of the business cycle change. 
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POLITICAL FORCES 


Political, legal, and regulatory forces of the marketing environ- 
ment are closely interrelated. Legislation is enacted; legal deci- 
sions are interpreted by courts; and regulatory agencies are created 
and operated, for the most part, by elected or appointed officials. 
Legislation and regulations (or their lack) reflect the current polit- 
ical outlook. Consequently, the political forces of the marketing 
environment have the potential to influence marketing decisions 
and strategies. 

Reactive marketers view political forces as beyond their con- 
trol and simply adjust to conditions arising from those forces. 
Some firms are more proactive, however, and seek to influence 
the political process. In some cases, organizations publicly protest 
the actions of legislative bodies. More often, organizations help 
to elect to political offices individuals who regard them positively. 
Much of this help is in the form of campaign contributions— 
often in the form of “soft money,” which refers to money that 
is donated to a political party with no specification on how the 
money will be spent. For years, legislators and other groups have 
sought to limit the amount of corporate campaign contributions. 
In the 2010 ruling Citizens United v. Federal Election Commission, 
the Supreme Court ruled that the government is not authorized 
to ban corporate spending in candidate elections.'* This means 
that future elections can be affected by large corporate donations 
to candidates. Marketers also can influence the political process 
through political action committees (PACs) that solicit donations 
from individuals and then contribute those funds to candidates 
running for political office. 


Marketing Debate 


The Sustainability of Palm Oil 


ISSUE: Should palm oil be turned into a socially 
undesirable product? 


Environmental organizations are waging a war against 
unsustainable palm oil. Companies caught in the cross- 
fire include Nestlé, Unilever, and Burger King. Palm 

oil producers have destroyed rain forests, threatened 
animal populations, and produced large amounts of 
carbon dioxide. Critics are demanding that companies 
start obtaining palm oil from sustainable sources. 
However, demand for certified palm oil has been low, 
and firms have found it hard to monitor their large 
networks of suppliers to ensure sustainable sourcing. 
Strong monopolistic competition makes it costly for 
companies to cut back on this important product 
ingredient. Do companies have a responsibility to find 
alternatives to palm oil, even if it means incurring heavy 
costs in the process?? 


Political Forces 
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lawmakers to protest rising 
health-care costs. 
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Companies also can participate in the political process 
through lobbying to persuade public and/or government 
a, officials to favor a particular position in decision-making. 
Many companies concerned about the threat of legislation 
or regulation that may negatively affect their operations 
employ lobbyists to communicate their concerns to elected 
officials. Marketers of cigarettes, for example, spend mil- 
lions on lobbyists to persuade state and local officials that 
their governments should not increase taxes on cigarettes, 
which effectively raises their price to consumers.” 

Even court decisions can change, influencing deci- 


sions related to the marketing mix variable. For example, 
a Supreme Court ruling allowed manufacturers broader 
powers to set minimum prices and restrict retailers from 


discounting—which amounted to price fixing—something 
that had previously been illegal. Lobbyists and the political 
activities of firms can influence these decisions. '° 


LEGAL AND REGULATORY FORCES 


A number of federal laws influence marketing decisions and 
activities. Table 3.2 lists some of the most significant pieces 
of legislation. Regulatory agencies and self-regulatory forces 


2009-2010 Contributions 


also affect marketing efforts. 


Source: “Political Action Committees,” Opensecrets.org: Center for Responsive Politics, 
www.opensecrets.org/pacs/index.php?cycle=201 0&party=A (accessed January 24, 2011). 


Regulatory Agencies 


Federal regulatory agencies influence many marketing activities, including product develop- 
ment, pricing, packaging, advertising, personal selling, and distribution. Usually, these bod- 
ies have the power to enforce specific laws, as well as some discretion in establishing operat- 
ing rules and regulations to guide certain types of industry practices. 

Of all the federal regulatory units, the Federal Trade Commission (FTC) influences 
marketing activities most. Although the FTC regulates a variety of business practices, it allo- 
cates considerable resources to curbing false advertising, misleading pricing, and deceptive 
packaging and labeling. When it receives a complaint or otherwise has reason to believe that 
a firm is violating a law, the commission issues a complaint stating that the business is in 
violation. If a company continues the questionable practice, the FTC can issue a cease-and- 
desist order demanding that the business stop doing whatever caused the complaint. The 
firm can appeal to the federal courts to have the order rescinded. However, the FTC can 
seek civil penalties in court, up to a maximum penalty of $10,000 a day for each infraction 
if a cease-and-desist order is violated. Toys“R”Us paid a fine of $1.3 million after the FTC 
accused the company of unfairly influencing marketing distribution activities. Toys“R” Us 
allegedly made agreements with suppliers to prevent them from selling the same toys to 
companies like Costco and Walmart. This violated a previous order that forbid Toys“R”Us 
from engaging in such practices.'’ The FTC also assists businesses in complying with laws 
and files lawsuits against those engaging in deceptive marketing practices. For instance, the 
FTC accused Intel of anticompetitive behavior, including purposely corrupting software to 
run slower on computers with rival processors and paying manufacturers rebates for refusing 
to use rival microchips. Intel settled with the FTC by agreeing to cease these practices and 
establishing a $10 million fund to assist customers in recompiling the corrupted software.!* 

The commission also monitors new marketing methods every year. When a company’s 
marketing activities are found to be misleading, the commission can require companies to 
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_TABLE 3.2 Major Federal Laws Affecting Ma rketing Decisions age soe ian bic Eeerieeee oe 


Act (Date Enacted) | Purpose 


Procompetitive legislation 


Sherman Antitrust Act (1890) 


Clayton Act (1914) 


Federal Trade Commission Act (1914) 


Robinson-Patman Act (1936) 


Wheeler-Lea Act (1938) 


Celler-Kefauver Act (1950) 


Consumer Goods Pricing Act (1975) 


Antitrust Improvements Act (1976) 


Consumer protection legislation 


Pure Food and Drug Act (1906) 


Fair Packaging and Labeling Act 
(1966) 


Consumer Product Safety Act (1972) 


Magnuson-Moss Warranty (FTC) 
Act (1975) 


Nutrition Labeling and Education Act 
(1990) 


Telephone Consumer Protection 
Act (1991) 


Children’s Online Privacy Protection 
Act (2000) 


Prohibits contracts, combinations, or conspiracies to restrain trade; calls monopolizing 
or attempting to monopolize a misdemeanor offense. 


Prohibits specific practices such as price discrimination, exclusive dealer arrangements, 
and stock acquisitions in which the effect may notably lessen competition or tend to 
create a monopoly. 


Created the Federal Trade Commission; also gives the FTC investigatory powers to be 
used in preventing unfair methods of competition. 


Prohibits price discrimination that lessens competition among wholesalers or retailers; 
prohibits producers from giving disproportionate services of facilities to large buyers. 


Prohibits unfair and deceptive acts and practices, regardless of whether competition is 
injured; places advertising of foods and drugs under the jurisdiction of the FTC. 


Prohibits any corporation engaged in commerce from acquiring the whole or any part 
of the stock or other share of the capital assets of another corporation when the effect 
substantially lessens competition or tends to create a monopoly. 


Prohibits the use of price-maintenance agreements among manufacturers and resellers 
in interstate commerce. 


Requires large corporations to inform federal regulators of prospective mergers or 
acquisitions so that they can be studied for any possible violations of the law. 


Prohibits the adulteration and mislabeling of food and drug products; established the 
Food and Drug Administration. 


Makes illegal the unfair or deceptive packaging or labeling of consumer products. 


Established the Consumer Product Safety Commission; protects the public against 
unreasonable risk of injury and death associated with products. 


Provides for minimum disclosure standards for written consumer product warranties; 
defines minimum consent standards for written warranties; allows the FTC to prescribe 
interpretive rules in policy statements regarding unfair or deceptive practices. 


Prohibits exaggerated health claims and requires all processed foods to contain labels 
showing nutritional information. 


Establishes procedures to avoid unwanted telephone solicitations; prohibits marketers 
from using an automated telephone dialing system or an artificial or prerecorded voice 
to certain telephone lines. 


Regulates the online collection of personally identifiable information (name, mailing 
address, e-mail address, hobbies, interests, or information collected through cookies) 
from children under age 13. 


(continued) 
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TABLE 3.2 _ Major Federal Laws Affecting Marketing Decisions (continued) 


Do Not Call Implementation Act 


(2003) 


Dodd-Frank Wall Street Reform and 
- Consumer Protection Act (2010) 


Directs the Federal Communications Commission (FCC) and the FTC to coordinate so 
that their rules are consistent regarding telemarketing call practices, including the Do 
Not Call Registry and other lists, as well as call abandonment. 


Promotes financial reform to increase accountability and transparency in the financial 
industry, protects consumers from deceptive financial practices, and established the 
Bureau of Consumer Financial Protection. 


Trademark and copyright protection legislation 


Lanham Act (1946) 


Provides protections and regulation of brand names, brand marks, trade names, and 
trademarks. 


Trademark Law Revision Act (1988) Amends the Lanham Act to allow brands not yet introduced to be protected through 


registration with the Patent and Trademark Office. 


Federal Trademark Dilution Act (1995) | Gives trademark owners the right to protect trademarks and requires relinquishment of 


names that match or parallel existing trademarks. 


Digital Millennium Copyright Act Refines copyright laws to protect digital versions of copyrighted materials, including 


(1998) 


music and movies. 


run corrective advertising. Sometimes the FTC will insist that companies discard advertising 
claims altogether. The FTC challenged Dannon Co. for its claims that a daily serving of its 
Activia yogurt relieves irregularity and aids in “slow intestinal transit time,” along with claims 
that its DanActive dairy drink helps users avoid catching the cold or flu. The FTC found 
these claims to be unsubstantiated. Dannon agreed to stop making these claims." 

Unlike the FTC, other regulatory units are limited to dealing with specific products, ser- 
vices, or business activities. For example, the Food and Drug Administration (FDA) enforces 
regulations prohibiting the sale and distribution of adulterated, misbranded, or hazardous 
food and drug products. The Consumer Product Safety Commission (CPSC) ensures com- 
pliance with the Consumer Product Safety Act and protects the public from unreasonable 
risk of injury from any consumer product not covered by other regulatory agencies. 

In addition, all states, as well as many cities and towns, have regulatory agencies that 
enforce laws and regulations regarding marketing practices within their states or munici- 
palities. State and local regulatory agencies try not to establish regulations that conflict with 
those of federal regulatory agencies. They generally enforce laws dealing with the produc- 
tion and sale of particular goods and services. Utility, insurance, financial, and liquor indus- 
tries are commonly regulated by state agencies. Among these agencies’ targets are misleading 
advertising and pricing. 


Self-Regulation 


In an attempt to be good corporate citizens and to prevent government intervention, some 
businesses try to regulate themselves. Walmart, for example, agreed to lower the prices of 
fruits and vegetables and reduce the amounts of fats, sugars, and salts in the foods it sells. 
Walmart’s decision came in response to the growing concerns about obesity in America.”° 
Several trade associations have also developed self-regulatory programs. Although these pro- 
grams are not a direct outgrowth of laws, many were established to stop or stall the devel- 
opment of laws and governmental regulatory groups that would regulate the associations’ 
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marketing practices. An example of this is Yahoo!’s system in the United Kingdom. This 
system allows consumers to opt out of tracking cookies that allow websites to collect infor- 
mation about Internet habits.7! 

Perhaps the best-known nongovernmental regulatory group is the Better Business 
Bureau, a local regulatory agency supported by local businesses. More than 120 bureaus help 
to settle problems between consumers and specific business firms in the United States and 
Canada.” Each bureau also acts to preserve good business practices in a locality, although 
it usually lacks strong enforcement tools for dealing with firms that employ questionable 
practices. When a firm continues to violate what the Better Business Bureau believes to be 
good business practices, the bureau warns consumers through local newspapers or broadcast 
media. If the offending organization is a Better Business Bureau member, it may be expelled 
from the local bureau. For example, the Better Business Bureau revoked the accreditation of 
New York businesses Capital District Remodelers, Century 21 Harvey Realty, and Property 
Solutions Management for failing to resolve customer complaints.” 

The National Advertising Division (NAD) of the Council of Better Business Bureaus oper- 
ates a self-regulatory program that investigates claims regarding alleged deceptive advertising. For 
example, after NAD investigated a complaint from Benjamin Moore & Co., it recommended 
that Sherwin-Williams Company modify or discontinue its advertising claim for its Harmony 
line of paints. Sherwin-Williams claimed that this line was free of volatile organic compounds 
(VOCs). The NAD determined that because certain colors in the Harmony line of paints 
exceeded the 5 grams/liter VOC threshold, the claims could be misleading to consumers.” 

Another self-regulatory entity, the National Advertising Review Board (NARB), 
considers cases in which an advertiser challenges issues raised by the National Advertising 
Division (NAD) about an advertisement. Cases are reviewed by panels drawn from NARB 
members representing advertisers, agencies, and the public. For example, PatentHEALTH 
appealed to NARB after NAD recommended that it cease claiming that its Trigosamine 
Fast Acting joint health supplement “works” or “gets results” in three days. NAB felt that 
the claims were not substantiated with proper studies. NARB concurred with NAD on the 
issue.”’ The NARB, sponsored by the Council of Better Business Bureaus and three adver- 
tising trade organizations, has no official enforcement powers. However, if a firm refuses to 
comply with its decision, the NARB may publicize the questionable practice and file a com- 
plaint with the FTC. 

Self-regulatory programs have several advantages over governmental laws and regula- 
tory agencies. Establishment and implementation are usually less expensive, and guidelines 
are generally more realistic and operational. In addition, effective self-regulatory programs 
reduce the need to expand government bureaucracy. However, these programs have several 
limitations. When a trade association creates a set of industry guidelines for its members, 
nonmember firms do not have to abide by them. Furthermore, many self-regulatory pro- 
grams lack the tools or authority to enforce guidelines. Finally, guidelines in self-regulatory 
programs are often less strict than those established by government agencies. 


TECHNOLOGICAL FORCES 


The word technology brings to mind scientific advances such as iPads, electric vehicles, 3D 
televisions, smartphones, cloning, lifestyle drugs, the Internet, radio-frequency identifica- 
tion tags, and more. Such developments make it possible for marketers to operate ever more 
efficiently and to provide an exciting array of products for consumers. However, even though 
these innovations are outgrowths of technology, none of them is technology. Technology is 
the application of knowledge and tools to solve problems and perform tasks more efficiently. 

Technology determines how we, as members of society, satisfy our physiologic needs. 
In various ways and to varying degrees, eating and drinking habits, sleeping patterns, sexual 
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activities, health care, and work performance are all influenced 
by both existing technology and advances in technology. Because 


mBowers Wilkins 


of the technological revolution in communications, for example, 
Air your TU nes marketers can now reach vast numbers of people more efficiently 

through a variety of media. Social networks, smartphones, and 
tablet computers help marketers to interact with customers, make 
appointments, and handle last-minute orders or cancellations. 
Consider that a growing number of households have given up their 
“land lines” in favor of using cell phones as their primary phones, 
with global mobile device subscriptions expected to hit the 6 bil- 


lion mark in the next few years.”° The proliferation of cell phones, 
a most with text-message capabilities, has led marketers to employ 
| 
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text and multimedia messaging on cell phones to reach their target 


markets. Restaurants, for example, can send their lunch specials to 
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accessing the Internet. The Internet has become a major tool in 


Rt. Grange = most households for communicating, researching, shopping, and 

= entertaining. The use of video online, especially through websites 

ae 2 such as YouTube, has exploded from 7 percent of Internet traffic 

PVT LOLOL LY © in 2005 to more than 25 percent in 2010.7” Companies are using 
Impact of Technology the Internet to connect employees from all over the world at low 
The Bowers & Wilkins speaker dock Zeppelin Air enables users costs. Amazon.com, for instance, is using a service known as the 
to play music by streaming directly from a variety of electronic Mechanical Turk to allocate tasks to more than 200,000 online 
devices. freelancers.** Although we enjoy the benefits of communicating 


through the Internet, we are increasingly concerned about pro- 

tecting our privacy and intellectual property. Likewise, although 
health and medical research has created new drugs that save lives, cloning and genetically 
modified foods have become controversial issues to many segments of society. Home envi- 
ronments, health care, leisure, and work performance are all shaped profoundly by both 
current technology and advances in technology.” 

The effects of technology relate to such characteristics as dynamics, reach, and the self- 
sustaining nature of technological progress. The dynamics of technology involve the constant 
change that often challenges the structures of social institutions, including social relation- 
ships, the legal system, religion, education, business, and leisure. Reach refers to the broad 
nature of technology as it moves through society. Consider the impact of cellular and wireless 
telephones. The ability to call from almost any location has many benefits but also has nega- 
tive side effects, including increases in traffic accidents, increased noise pollution, and fears 
about potential health risks.*° The se/f-sustaining nature of technology relates to the fact that 
technology acts as a catalyst to spur even faster development. As new innovations are intro- 
duced, they stimulate the need for more advancements to facilitate further development. For 
example, the Internet has created the need for ever-faster transmission of signals through 4G, 
cable broadband, DSL, and Wi-fi. Technology initiates a change process that creates new 
opportunities for new technologies in every industry segment or personal life experience that 
it touches. At some point there is even a multiplier effect that causes still greater demand for 
more change to improve performance.”! 

It is important for firms to determine when a technology is changing an industry and 
to define the strategic influence of the new technology. For example, wireless devices in use 
today include radios, cell phones, laptop computers, TVs, pagers, and car keys. To remain 
competitive, companies today must keep up with and adapt to these technological advances. 
Through a procedure known as technology assessment, managers try to foresee the effects of 
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new products and processes on their firms’ operation, on other business organizations, and 
on society in general. With information obtained through a technology assessment, manage- 
ment tries to estimate whether benefits of adopting a specific technology outweigh costs to 
the firm and to society at large. The degree to which a business is technologically based also 
influences its managers’ response to technology. 


SOCIOCULTURAL FORCES 


Sociocultural forces are the influences in a society and its culture(s) that bring about changes 
in attitudes, beliefs, norms, customs, and lifestyles. Profoundly affecting how people live, 
these forces help to determine what, where, how, and when people buy products. Like the 
other environmental forces, sociocultural forces present marketers with both challenges and 
opportunities. 

Changes in a population’s demographic characteristics—age, gender, race, ethnicity, 
marital and parental status, income, and education—have a significant bearing on relation- 
ships and individual behavior. These shifts lead to changes in how people live and ultimately 
in their consumption of products such as food, clothing, housing, transportation, communi- 
cation, recreation, education, and health services. We look at a few of the changes in demo- 
graphics and diversity that are affecting marketing activities. 

One demographic change affecting the marketplace is the increasing proportion of older 


consumers. According to the U.S. Bureau of the Census, the number of people age 65 and 
older is expected to increase to more than 150 million.» 
Consequently, marketers can expect significant increases 
in the demand for health-care services, recreation, tourism, pa Aen 
retirement housing, and selected skin-care products. 

The number of singles is also on the rise. Nearly 
42.6 percent of U.S. adults are unmarried, and many plan 
to remain that way.’ Single people have quite different 
spending patterns than couples and families with children. 
They are less likely to own homes and thus buy less fur- 
niture and fewer appliances. They spend more heavily on 
convenience foods, restaurants, travel, entertainment, and 
recreation. In addition, they tend to prefer smaller packages, 
whereas families often buy bulk goods and products pack- 
aged in multiple servings. 

The United States is entering another baby boom, with 
more than 84 million Americans age 19 or younger. The new 
baby boom represents 27.1 percent of the total population; the 
original baby boomers, born between 1946 and 1964, account 
for about 27 percent.*4 The children of the original baby 
boomers differ from one another radically in terms of race, liv- 


; Wireless but easy. 
ing arrangements, and socioeconomic class. Thus, the newest 
: : : : Introducing the Coupe.” Exclusively from 
baby boom IS much more diverse than previous generations. Verizon Wireless. With a large, easy-to-read screen and 
Despite this trend, the birthrate has begun to decline. keypad, plus dedicated buttons for emergency contacts. 
: ‘ It's everything you need, and nothing you don't. 
The U.S. population experienced the slowest rate of growth Backed by the Good Housekeeping Seal and 


America’s most reliable wireless network, 


in the last decade since the Great Depression. The population 
grew 9.7 percent to almost 309 million. While the birthrate 
is declining, new immigrants help with population gains.” C2 
This represents another noteworthy population trend: the Demographic Changes 


increasingly multicultural nature of U.S. society. The num- seal Wireless often targets older customers with phones 
at are easier to use. 


verizonwireless.com 


© Verizon Wireless 


ber of immigrants into the United States has risen steadily 
during the past 40 years. By the turn of the 20th century, the 
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U.S. population had shifted from one dominated by whites to one consisting largely of three 
racial and ethnic groups: whites, blacks, and Hispanics. The U.S. government projects that by 
the year 2015, more than 57 million Hispanics, 42 million blacks, and 16 million Asians will 
call the United States home.** Figure 3.2 shows how experts believe the U.S. population will 
change between the years 2000 and 2015. 

Marketers recognize that these profound changes in the U.S. population bring unique 
problems and opportunities. Hispanics, for example, wield about $1.2 trillion in annual 
purchasing power, and experts project that figure will grow to $1.4 trillion by 2013.°” But 
a diverse population means a more diverse customer base, and marketing practices must 
be modified—and diversified—to meet its changing needs. Insurance company State Farm 
found success with the Hispanic market when it launched its “Ahi Estoy” campaign. Honing 
in on the Hispanic culture’s love of music, the company sponsored a Hispanic music band that 
has gathered a following and improved State Farm’s reputation in the Hispanic community.* 

Changes in social and cultural values have dramatically influenced people’s needs and 
desires for products. Although these values do not shift overnight, they do change at varying 
speeds. Marketers try to monitor these changes because knowing this information can equip 
them to predict changes in consumers’ needs for products, at least in the near future. 

People today are more concerned about the foods they eat and thus are choosing more 
low-fat, organic, natural, and healthy products. Marketers have responded with a prolifera- 
tion of foods, beverages, and exercise products that fit this new lifestyle. In addition to the 
proliferation of new organic brands, such as Earthbound Farm, Horizon Dairy, and Whole 
Foods’ 365, many conventional marketers have introduced organic versions of their prod- 
ucts, including Orville Redenbacher, Heinz, and even Walmart. 

The major source of values is the family. Values about the permanence of marriage 
are changing, but children remain important. Marketers have responded with safer, 
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2009), p. 16. 
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upscale baby gear and supplies, children’s electronics, and family entertainment products. 
Marketers are also aiming more marketing efforts directly at children because children 
often play pivotal roles in purchasing decisions. Children and family values are also a fac- 
tor in the trend toward more eat-out and takeout meals. Busy families generally want to 
spend less time in the kitchen and more time together enjoying themselves. Beneficiaries 
of this trend primarily have been fast-food and casual restaurants like McDonald’s, Taco 
Bell, Boston Market, and Applebee's, but most supermarkets have added more ready-to- 
cook or ready-to-serve meal components to meet the needs of busy customers. Some, like 
Whole Foods, also offer eat-in cafés. 


Social Responsibility and Ethics in 
Marketing 


In marketing, social responsibility refers to an organization's obligation to maximize its 
positive impact and minimize its negative impact on society. Social responsibility thus deals 
with the total effect of all marketing decisions on society. In marketing, social responsibility 
includes the managerial processes needed to monitor, satisfy, and even exceed stakeholder 
expectations and needs.*”? Remember from Chapter 1 that stakeholders are groups that have a 
“stake,” or claim, in some aspect of a company’s products, operations, markets, industry, and 


outcomes. CEOs such as Indra Nooyi, chairman and CEO of PepsiCo, are increasingly rec- 
ognizing that in the future companies will have to “do bet- 
ter by doing better.” According to Nooyi, such a perspective 
“will leave no doubt that performance without purpose is 


not a long-term sustainable formula.” 


Ample evidence demonstrates that ignoring stakehold- NUEVO Letra Dessert Delights 
ers demands for responsible marketing can destroy cus- 
CHICLE QUE SABE IGUALITO A 


tomers trust and even prompt government regulations. 


Irresponsible actions that anger customers, employees, or TART, de FRESA 


competitors may not only jeopardize a marketer's financial 
standing, but have legal repercussions as well. For instance, C O IN C R ie ha A 
GlaxoSmithKline took a $3.49 billion litigation charge PERO CON SOLOS CALORIAS 
regarding a U.S. investigation of its marketing claims 
along with additional consumer lawsuits. The investigation 
examined whether the drug company promoted the drug 
Wellbutrin for uses not approved by the FDA and whether it 
accurately portrayed the risks of Paxil.*! In contrast, socially 
responsible activities can generate positive publicity and 
boost sales. The Breast Cancer Awareness Crusade spon- 
sored by Avon Products, for example, has helped to raise 
$700 million worldwide to fund community-based breast 
cancer education and early-detection services. Hundreds of 
stories about Avon's efforts have appeared in major media, 
which contributed to an increase in company sales.” 
Socially responsible efforts such as Avon's have a posi- 
tive impact on local communities; at the same time, they 
indirectly help the sponsoring organization by attracting 
goodwill, publicity, and potential customers and employ- 


ees. Thus, while social responsibility is certainly a posi- Sociocultural Forces 
Wrigley targets a culturally diverse market with this Extra advertisement. 


Courtesy of Wm. Wrigley Jr. Company/Michael Maes 


tive concept in itself, most organizations embrace it in the 
expectation of indirect long-term benefits. 


PART 1: STRATEGIC MARKETING AND ITS ENVIRONMENT 


The Limits of Starbucks’ Green Marketing 


ith sociocultural forces changing how consum- 

ers view sustainability, Starbucks is working 

hard to create an eco-friendly image. The com- 
pany, however, has an Achilles heel—the disposable cup. 
Starbucks contributes more than 3 billion paper cups to the 
nation’s trash each year. Although the company does engage 
in responsible practices, the cup puts a damper on its green 
claims. 


45 percent less greenhouse gas emissions), and has hosted 

a green cup competition. Still, with the Federal Trade 
Commission (FTC) tightening restrictions on green claims, it 
is difficult to create a cup that can truly be labeled recyclable, 
compostable, or biodegradable. The FTC will not allow claims 
unless most consumers also have access to the proper facili- 
ties in which to dispose of the cups. Then there is the human 
element—will people properly dispose of the cup? To retain 


its eco-friendly image, Starbucks must battle to create the ulti- 


Starbucks is taking notice. It now uses a recycled beverage 
mate green cup.° 


sleeve, uses No. 5 plastic in its plastic cups (No. 5 produces 


Socially responsible organizations strive for marketing citizenship by adopting a 
strategic focus for fulfilling the economic, legal, ethical, and philanthropic social respon- 
sibilities that their stakeholders expect of them. Companies that consider the diverse 
perspectives of stakeholders in their daily operations and strategic planning are said to have 
a stakeholder orientation, an important element of corporate citizenship.*? A stakeholder 
orientation in marketing goes beyond customers, competitors, and regulators to include 
understanding and addressing the needs of all stakeholders, including communities and 
special-interest groups. As a result, organizations are now under pressure to undertake 
initiatives that demonstrate a balanced perspective on stakeholder interests.“4 Pfizer, for 
example, has secured stakeholder input on a number of issues, including rising health-care 
costs and health-care reform.* As Figure 3.3 shows, the economic, legal, ethical, and phil- 
anthropic dimensions of social responsibility can be viewed as a pyramid.*° The economic 
and legal aspects have long been acknowledged, but ethical and philanthropic issues have 
gained recognition more recently. 


ECONOMIC DIMENSION 


At the most basic level, all companies have an economic responsibility to be profitable so that 
they can provide a return on investment to their owners and investors, create jobs for the 
community, and contribute goods and services to the economy. How organizations relate to 
stockholders, employees, competitors, customers, the community, and the natural environ- 
ment affects the economy. 

Marketers also have an economic responsibility to compete fairly. Size frequently gives 
companies an advantage over others. Large firms often can generate economies of scale that 
allow them to put smaller firms out of business. Consequently, small companies and even 
whole communities may resist the efforts of firms such as Walmart, Home Depot, and Best 
Buy to open stores in their vicinity. These firms can operate at such low costs that small, local 
firms often cannot compete. Such issues create concerns about social responsibility for orga- 
nizations, communities, and consumers. 
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Source: Archie B. Carroll, “The Pyramid of Corporate Social Responsibility: Toward the Moral Management of Organizational 
Stakeholders,’ adaptation of Figure 3, p. 42. Reprinted from Business Horizons, July/August 1991. © 1991 by the Foundation 
for the School of Business at Indiana University. Reprinted with permission by Elsevier. 


LEGAL DIMENSION 


Marketers are also expected, of course, to obey laws and regulations. The efforts of elected 
representatives and special-interest groups to promote responsible corporate behavior have 
resulted in laws and regulations designed to keep U.S. companies’ actions within the range 
of acceptable conduct. Although most of the cases in the news deal with serious misconduct, 
not all legal cases are a violation of law. Sometimes, they are an attempt to interpret the law. 
Laws can be ambiguous, and new situations arise that create a need for courts to interpret 
whether the situation should be allowed or regulated. For instance, Google has come across 
legal hurdles with its plans to make millions of books available over the Internet. One judge 
ruled against a settlement to allow Google to publish millions of books online based on con- 
cerns over copyright infringement. Because this is an entirely new situation made possible 
with technology, it is up to legal officials to determine its legality.”” 

When marketers engage in deceptive practices to advance their own interests over those 
of others, charges of fraud may result. In general, fraud is any purposeful communication 
that deceives, manipulates, or conceals facts in order to create a false impression. It is consid- 
ered a crime, and convictions may result in fines, imprisonment, or both. In one global busi- 
ness study, nearly one-third of organizations who were victims of fraud experience losses of 
more than $500,000, with one-fourth facing losses of more than $1 million. While asset mis- 
appropriation was the most common type of fraud cited, financial statement fraud resulted 
in the highest losses.“ 

While the focus in this chapter is on U.S. legal and regulatory issues, U.S. companies are 
subject to the regulatory systems of other countries. For example, China accused Walmart of 
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price gouging and misleading consumers by advertising false discounts on products sold in 
its stores. In this case, the accusation was that Walmart inflated the original prices of prod- 
ucts, then made discounts look more than they actually were. For instance, one Walmart 
store in Nanning City claimed that its $5.44 coffee was discounted from an original price of 
$6.67. A Chinese agency found that the original price was actually $5.66.” 

When customers, interest groups, or businesses become outraged over what they per- 
ceive as irresponsibility on the part of a marketing organization, they may urge their legisla- 
tors to draft new legislation to regulate the behavior, or they may engage in litigation to force 
the organization to “play by the rules.” Deceptive advertising in particular causes consumers 
to become defensive toward all promotional messages and become distrustful of all advertis- 
ing; thus, it harms not only consumers but also marketers themselves.”° 


ETHICAL DIMENSION 


Economic and legal responsibilities are the most basic levels of social responsibility for a good 
reason: failure to consider them may mean that a marketer is not around long enough to 
engage in ethical or philanthropic activities. Beyond these dimensions is marketing ethics, 
principles and standards that define acceptable conduct in marketing, as determined by 
various stakeholders, including the public, government regulators, private-interest groups, 
consumers, industry, and the organization itself. The most basic of these principles have been 
codified as laws and regulations to encourage marketers to conform to society's expectations 
of conduct. For instance, IBM was fined $10 million for 
allegedly bribing officials in Asia. Such bribery constitutes 


“When; it comes both an ethical and a legal infraction as it is forbidden under 
to cu? changé} 


the Foreign Corrupt Practices Act. 

However, marketing ethics goes beyond legal issues. 
Ethical marketing decisions foster trust, which helps to build 
long-term marketing relationships. Marketers should be 
aware of ethical standards for acceptable conduct from several 
viewpoints—company, industry, government, customers, 
special-interest groups, and society at large. When market- 
ing activities deviate from accepted standards, the exchange 
process can break down, resulting in customer dissatisfac- 
tion, lack of trust, and lawsuits. The 2011 Edelman Trust 
Barometer revealed that less than half of American respon- 
dents trust businesses to do what is right. The survey targeted 
respondents between the ages of 25 and 64 from the top 10 
GDP countries. Figure 3.4 compares American consumers’ 


s trust of business compared to citizens of other countries from 
= 2010-2011. The figure reveals that Americans’ trust in busi- 
= ness appears to have diminished from the year before and is 

e ® lower than China, Brazil, and India.” 
83 3 Scandals that have occurred within the past few years 
mar Gaimae sows Shave helped fuel a greater distrust of business. For instance, 
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Be » © income by as much as 50 percent in order to secure loans, 
Ethical Dimensions of Social Responsibility sometimes with the lender’s knowledge. Countrywide’s 
Organizations like the World Wildlife Foundation create awareness CEO Angelo Mozilo was also investigated by the Securities 
of environmental concerns for businesses and consumers. and Exchange Commission and was the defendant of many 


lawsuits, including a lawsuit filed by Allstate Corp. for more 
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than $700 million in residential mortgage-backed securities. Allstate accused Countrywide 
of knowingly passing off the securities as safe when it knew otherwise. Countrywide’s reputa- 
tional damage and major losses led to its acquisition by Bank of America.* When managers 
engage in activities that deviate from accepted principles, continued marketing exchanges 
become difficult, if not impossible. The best time to deal with such problems is during the 
strategic planning process, not after major problems materialize. For example, team members 
at Whole Foods are expected to contribute insight and make recommendations on how to 
address problems before they become major issues as well as how to improve compliance at 
stores. The company works to ensure that every employee, including managers, complies 
with the company’s Code of Business Conduct.” . 
An ethical issue is an identifiable problem, situation, or opportunity requiring an indi- 
vidual or organization to choose from among several actions that must be evaluated as right 
or wrong, ethical or unethical. Any time an activity causes marketing managers or customers 
in their target market to feel manipulated or cheated, a marketing ethical issue exists, regard- 
less of the legality of that activity. For example, the Girl Scouts have been criticized because 
their three most popular cookies—Samoas, Tagalongs, and Thin Mints—contain partially 
hydrogenated oils (trans fat). Yet the company has carried a “O percent trans fat” label on 
their cookie boxes since 2007. By law, companies are allowed to label their food products 
as containing 0 percent trans fat as long as the product contains less than 0.5 gram of trans 
fat per serving. Even though the cookies’ labels are legal, the ethics involved are debatable.” 
Regardless of the reasons behind specific ethical issues, marketers must be able to iden- 
tify these issues and decide how to resolve them. To do so requires familiarity with the many 
kinds of ethical issues that may arise in marketing. Research suggests that the greater the 
consequences associated with an issue, the more likely it will be recognized as an ethics issue, 
and the more important it will be to making an ethical decision.”® Some examples of ethi- 
cal issues related to product, promotion, price, and distribution (the marketing mix) appear 


in Table 3.3. 
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E 3.3 Ethical Issues in Marketing — 


Issue Category 


Product 


Distribution 


Promotion 


Pricing 


Examples 

- Failing to disclose risks associated with a product 

+ Failing to disclose information about a product's function, value, or use 

+ Failing to disclose information about changes in the nature, quality, or size of a product 
- Failing to live up to the rights and responsibilities associated with specific intermediary roles 
- Manipulating product availability 

+ Using coercion to force other intermediaries to behave in a certain way 

+ False or misleading advertising 

- Using manipulative or deceptive sales promotions, tactics, and publicity 

+ Offering or accepting bribes in personal selling situations 

- Price fixing 

+ Predatory pricing 


- Failing to disclose the full price of a purchase 


PHILANTHROPIC DIMENSION 


At the top of the pyramid are philanthropic responsibilities. These responsibilities, which go 
beyond marketing ethics, are not required of a company, but they promote human welfare 
or goodwill, as do the economic, legal, and ethical dimensions of social responsibility. That 
many companies have demonstrated philanthropic responsibility is evidenced by the nearly 
$14.5 billion in annual corporate donations and contributions to environmental and social 
causes and relief efforts.°’ After natural disasters such as the earthquake in Haiti, for exam- 
ple, many corporations—including Coca-Cola, Target, Hewlett-Packard, Microsoft, Visa, 
Unilever, General Mills, FedEx, The Walt Disney Company, and Pfizer—donated millions 
of dollars in cash, supplies, equipment, food, and medicine to help victims.” Philanthropy is 
not limited to large companies, however. For example, Austin-based Kerbey Lane Café strives 
to give back to the Austin community, with staff volunteering for charities such as the Special 
Olympics and the Austin Race for the Cure. The café also provides gift card and cash dona- 
tions to charities like Habitat for Humanity, the American Cancer Society’s Relay for Life, 
and the Sustainable Food Center, along with sponsoring five local schools.” 

More companies than ever are adopting a strategic approach to corporate philanthropy. 
Many firms link their products to a particular social cause on an ongoing or short-term basis, 
a practice known as cause-related marketing. Target, for example, contributes significant 
resources to education through its Take Charge of Education program. Customers using a 
Target Redcard can designate a specific school to which Target donates 1 percent of their total 
purchase.” A Cone study revealed that 85 percent of respondents have a more positive image 
of companies that support causes which they care about.°' Some companies are beginning 
to extend the concept of corporate philanthropy beyond financial contributions by adopting 
a strategic philanthropy approach, the synergistic use of organizational core competencies 
and resources to address key stakeholders’ interests and achieve both organizational and social 
benefits. Strategic philanthropy involves employees; organizational resources and expertise; 
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and the ability to link these assets to the concerns of key stakeholders, including employees, 
customers, suppliers, and social needs. Strategic philanthropy involves both financial and 
nonfinancial contributions to stakeholders (employee time, goods and services, and company 
technology and equipment, as well as facilities), but it also benefits the company. Salesforce. 
com, for example, believes in the benefits of strategic philanthropy so strongly that it incor- 
porates community service into its corporate culture. Salesforce.com feels that effective com- 
munity service involves the donation of time, money, and product. As a result, Salesforce. 
com allows employees to take up to 1 percent of their time to volunteer in their communi- 
ties, it sets aside 1 percent of the company’s capital for the Salesforce.com Foundation, and it 
donates or discounts licenses of its CRM (Customer Relationship Management) software to 
more than 8,000 nonprofits worldwide.” 

Although social responsibility may seem to be an abstract ideal, managers make decisions 
related to social responsibility every day. To be successful, a business must determine what 
customers, government regulators, and competitors, as well as society in general, want or 
expect in terms of social responsibility. Two major categories of social responsibility issues are 
the natural environment and consumerism. 


Sustainability 


One of the more common ways marketers demonstrate social responsibility is through pro- 
grams designed to protect and preserve the natural environment. Most Fortune 500 com- 
panies now engage in recycling activities and make significant efforts to reduce waste and 
conserve energy. Many companies are making contributions to environmental protection 
organizations, sponsoring and participating in cleanup events, promoting recycling, retool- 
ing manufacturing processes to minimize waste and pollution, employing more environ- 
mentally friendly energy sources, and generally reevaluating the effects of their products on 
the natural environment. The approach to environment is to reduce, reuse, and recycle. The 
United States is the number-one trash-producing country in the world, with the average per- 
son generating about 1,609 pounds per year.° 

As mentioned in Chapter 1, green marketing is a strategic process involving stakeholder 
assessment to create meaningful long-term relationships with customers while maintaining, 
supporting, and enhancing the natural environment. Toyota, Honda, and Ford, for exam- 
ple, have succeeded in marketing “hybrid” cars that use electric motors to augment their 
internal combustion engines, improving the vehicles’ fuel economy without reducing their 
power. Hewlett-Packard (HP) has taken a leadership role in the recycling of electronic waste 
by creating drop-off locations for rechargeable batteries and recycling programs for InkJet 
and LaserJet cartridges, computer hardware, and other electronic equipment.™ On the other 
hand, some stakeholders, including customers, try to dictate companies’ use of responsible 
suppliers and sources of products.” Aveda, for example, requires magazines in which it places 
ads for its earth-friendly personal-care products to be printed on recycled paper. After Aveda 
began its campaign, Shape magazine switched to 30 percent post-consumer recycled paper. 

Companies are also looking toward alternative energy sources as a way to reduce global 
carbon emissions. With climate change concerns and fluctuating gas prices, an investigation 
is under way to find alternative forms of energy as a source of fuel and electricity. Sources of 
alternative energy include wind power, solar power, nuclear power, biofuels, hydro, and geo- 
thermal power. We briefly go over each of these energy sources in the next paragraph. 

Wind power, advocated by such high-profile individuals as oil tycoon T. Boone Pickens, is 
gaining widespread support in the United States and has already taken off in several European 
countries. For instance, one-fifth of Denmark's electricity needs are supplied by wind farms.” 
Because the United States is home to the Great Plains—one of the greatest sources of wind 
energy in the world—it is believed that wind energy could meet as much as 20 percent of the 
country’s energy needs. Solar power, another popular alternative in the United States, uses 


Sustainability 

Many marketers emphasize their 
use of wind power to contribute 
to sustainability. 
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light and heat from the sun to generate electricity. Some California Walmarts already use solar 
energy to power their stores, and the administration opted to add solar panels on the roof of 
the White House to set an example for the rest of the country.®* Nuclear power remains con- 
troversial in the United States due to disasters like Japan’s nuclear reactor crisis that occurred 
after the devastating 2011 earthquake and tsunami. However, nuclear energy is France’s main 
source of power and has managed to reduce the country’s nitrogen oxide and other emissions 
by 70 percent.” Geothermal energy comes from the natural heat inside the Earth, which is 
extracted by drilling into steam beds. One bonus of geothermal energy is that it can provide a 
constant supply of energy every day. IKEA stores have begun harnessing geothermal to meet 
their energy needs. Biofuels are fuels derived from organic materials like corn, sugarcane, veg- 
etable oil, and even trash. Although biofuels have been largely successful in places like Brazil, 
they remain controversial in the United States. This is because while Brazil uses biofuels made 
largely from sugarcane, the biofuels in the United States are produced from corn. Because this 
is a food-based product, many feel that corn-based ethanol is raising the prices of corn and 
taking away from the world’s food supply. To solve this problem, alternative ethanol sources 
have come under consideration, such as switchgrass and algae. Finally, hydropower uses 
water as a power source. Although water is a renewable resource, hydropower can result in 
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disruption of aquatic life through the creation of dams. At the 
same time, the Three Gorges Dam in China has resulted in 
reducing greenhouse gases for the country. 

While climate change, pollution, and other negative 
byproducts represent serious concerns for the planet, some 
feel that the federal government has been too slow to address 
the issue. For this reason states, cities, and businesses have 
begun to take the matter into their own hands. For instance, 
after the United States Congress failed to approve a climate 
change bill, many states took action to reduce greenhouse gas 
emissions on their own. In a two-year period, states almost 
doubled their spending on energy efficiency.”” When states 
fail to take desired measures, cities sometimes step in. Even 
though a proposed statewide ban of plastic bags was defeated 
in California, several cities—including Palo Alto, California; 
Kauai County in Hawaii; Brownsville, Texas; and Bethel, 
Alaska—banned the use of plastic shopping bags.”! Finally, 
individual businesses such as IKEA, Frogs Leap Winery, and 
New Belgium Brewing are adopting eco-friendly practices. 
Retailers across the country have begun installing charging 
stations for electric vehicles.’”* While regulations from the 
federal government are certainly important in increasing eco- 
friendly practices, cities and businesses have proven essential 
in promoting sustainability. 


Entrepreneurship in Marketing 


Rent-a-Bike Programs for 
Health and the Environment 


You may have heard of renting cars, but renting bikes? 
Urban rent-a-bike programs are becoming a reality in 
Europe, Mexico, and the United States. City governments 
and private companies alike are promoting hourly or 
subscription-based bike rentals. Bikes are kept at and 
returned to designated locations and accessed via 
computerized keys or other methods. The concept is 
supported by environmentalists and health advocates, 
but it is also being marketed by city officials who see it 
as a way to reduce pollution and traffic. In Mexico City 
the government supplied 1,200 “ecobici” with the hope 
of decreasing the city’s dense pollution. In the first six 
months, 7,000 users rode more than 200,000 times. 
London launched its program and, two months later, 
had lined up more than 40,000 subscribers. Potential 
downsides to the program include dangerous drivers, 
unsuitable roads, theft, and vandalism. Despite these 


Consumerism 


risks, cities are committed to making the concept 


work. Efforts are being made to improve roads and add 


Consumerism consists of organized efforts by individu- 
als, groups, and organizations seeking to protect consumers’ 
rights. The movement's major forces are individual consumer 
advocates, consumer organizations and other interest groups, 


for travel.‘ 


consumer education, and consumer laws. 

To achieve their objectives, consumers and their advocates write letters or send e-mails to 
companies, lobby government agencies, broadcast public-service announcements, and boy- 
cott companies whose activities they deem irresponsible. Some consumers choose to boycott 
firms and products out of a desire to support a cause and make a difference.”? For example, 
several organizations evaluate children’s products for safety, often announcing dangerous 
products before Christmas so that parents can avoid them. Other actions by the consumer 
movement have resulted in seat belts and air bags in automobiles, dolphin-safe tuna, the ban- 
ning of unsafe three-wheel motorized vehicles, and numerous laws regulating product safety 
and information. 

Also of great importance to the consumer movement are four basic rights spelled out 
in a “consumer bill of rights” drafted by President John F. Kennedy. These rights include 
the right to safety, the right to be informed, the right to choose, and the right to be heard. 
Ensuring consumers’ right to safety means that marketers have an obligation not to market a 
product that they know could harm consumers. This right can be extended to imply that all 
products must be safe for their intended use, include thorough and explicit instructions for 
proper and safe use, and have been tested to ensure reliability and quality. Consumers’ right 
to be informed means that consumers should have access to and the opportunity to review all 
relevant information about a product before buying it. Many laws require specific labeling on 
product packaging to satisfy this right. In addition, labels on alcoholic and tobacco products 
inform consumers that these products may cause illness and other problems. The Federal 


bike lanes so as to make rent-a-bike a preferred option 


consumerism 

Organized efforts by individuals, 
groups, and organizations to 
protect consumers rights 
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IKEA’s Sustainable Geothermal 


Enerey Initiative 


Ithough we rarely equate large-scale retailers with 

sustainability, IKEA takes the topic to heart. The 

company has a large carbon footprint, thanks in part 
to global shipping. To counteract this, IKEA leads a number of 
sustainable initiatives. One such initiative is running stores on 


below ground to the surface via a liquid loop. The heat pump 
then heats or cools the air within the store. According to the 
Environmental Protection Agency, geothermal heat pumps 
eliminate 72 percent of energy used and emissions created by 
conventional systems. 


geothermal energy. All of its Swedish stores are going geo- 
thermal, and IKEA has already transformed other European 
locations. Its first U.S. location is set for Denver, Colorado. 


In Denver, IKEA has partnered with the National Renewable 
Energy Laboratory, which will monitor the project. If success- 
ful, the organizations intend to publicize their plans so that 
Geothermal energy uses heat pumps to bring the fairly other large-scale retailers can follow suit.’ 


consistent moderate temperature found roughly 500 feet 


Trade Commission provides a wealth of consumer information at its website (www.ftc.gov/ 
bep/consumer.shtm) on a variety of topics ranging from automobiles and the Internet to 
diet, health, and fitness to identity theft. The right to choose means that consumers should 
have access to a variety of products and services at competitive prices. They also should be 
assured of satisfactory quality and service at a fair price. Activities that reduce competition 
among businesses in an industry might jeopardize this right. The right to be heard ensures 
that consumers’ interests will receive full and sympathetic consideration in the formulation 
of government policy. The right to be heard also promises consumers fair treatment when 
they complain to marketers about products. This right benefits marketers too because when 
consumers complain about a product, the manufacturer can use this information to modify 
the product and make it more satisfying. 


INCORPORATING SOCIAL RESPONSIBILITY 
AND ETHICS INTO STRATEGIC PLANNING 


Although the concepts of marketing ethics and social responsibility are often used inter- 
changeably, it is important to distinguish between them. Ethics relates to individual and 
group decisions—judgments about what is right or wrong in a particular decision-making 
situation—whereas social responsibility deals with the total effect of marketing decisions on 
society. The two concepts are interrelated because a company that supports socially respon- 
sible decisions and adheres to a code of conduct is likely to have a positive effect on society. 
Because ethics and social responsibility programs can be profitable as well, an increasing 
number of companies are incorporating them into their overall strategic market planning. 
Without compliance programs and uniform standards and policies regarding conduct, it 
is hard for a company’s employees to determine what conduct is acceptable within the com- 
pany. In the absence of such programs and standards, employees generally will make deci- 
sions based on their observations of how their peers and superiors behave. To improve ethics, 
many organizations have developed codes of conduct (also called codes of ethics) consisting of 
formalized rules and standards that describe what the company expects of its employees. The 


codes of conduct 
Formalized rules and standards 
that describe what the company 
expects of its employees 
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New York Stock Exchange now requires every member corporation to have a formal code of 
conduct. Codes of conduct promote ethical behavior by reducing opportunities for unethi- 
cal behavior; employees know both what is expected of them and what kind of punishment 
they face if they violate the rules. Such codes are important in preventing misconduct within 
the organization. Effective content, the frequency of communication regarding the code, the 
quality of communication, and the incorporation of the code into the organization by senior 
and local management can result in less instances of observed unethical behavior.”* Codes 
help marketers deal with ethical issues or dilemmas that develop in daily operations by pre- 
scribing or limiting specific activities. Codes of conduct often include general ethical values 
such as honesty and integrity, general legal compliance, discreditable or harmful acts, and 
obligations related to social values, as well as more marketing-specific issues such as confiden- 
tiality, responsibilities to employers and clients, obligations to the profession, independence 
and objectivity, and marketing-specific legal and technical compliance issues.” 

It is important that companies consistently enforce standards and impose penalties or 
punishment on those who violate codes of conduct. Barrett-Jackson, an auction company 
specializing in classic and collector cars, recognizes the importance of ethical conduct to 
its customers. Ethical standards are such a significant part of the company’s culture that it 
recently hired a top auditing firm to conduct an independent examination of its practices. 
To create an effective compliance program and to stave off the types of misconduct found in 
similar organizations, Barrett-Jackson constantly reviews and updates it policies.’”° Table 3.4 
lists some commonly observed types of misconduct as reported in the National Business 
Ethics Survey (NBES). To succeed, a compliance program must be viewed as part of the 
overall marketing strategy implementation. If ethics officers and other executives are not 
committed to the principles and initiatives of marketing ethics and social responsibility, the 
program's effectiveness will be in question. 


_JABLE 3.4 Observed Misconduct ea ee 


j Behaviors Employees Observing It (%) 
; Company resource abuse 23% 
: Abusive behavior 22 
: Lying to employees 19 
E-mail or Internet abuse 18 
Conflicts of interest 16 
Discrimination 14 
; Lying to outside stakeholders 12 
: Employee benefit violations 11 
: Health or safety violations 11 
a Employee privacy breach 10 
‘ Improper hiring practices 10 
Falsifying time or expenses 10 
bi Source: From Ethics Resource Center, 2009 National Business Ethics Survey: Ethics in the Recession 


i (Washington, DC: Ethics Resource Center, 2009), p. 33. © Ethics Resource Center, Washington, DC. 
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So-called “free goods” 
such as sunshine and 
fresh air may be of 
more real worth than 
most economic goods. 
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SaveWaterAmerica.com 


Incorporating Social Responsibility 
Kohler, as a WaterSense Partner, implements the Save Water America 
program, through which it contributes $1 in water-saving products 
to Habitat for Humanity every time a consumer completes an online 
quiz established to spread awareness. 


— Walter J. Kohler, 1934 3 ie 


Printed with permission from Kohler Co. 
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Increasing evidence indicates that being ethical and 
socially responsible pays off. Social responsibility has a syn- 
ergistic effect on market orientation that leads to improved 
business performance.”” More firms are moving beyond 
market orientation that focuses on customers and com- 
petitors and are adopting a stakeholder orientation that 
focuses on all constituents. Such a relationship implies that 
being ethically and socially concerned is consistent with 
meeting the demands of customers and other stakeholders. 
By encouraging their employees to understand their mar- 
kets, companies can help them to respond to stakeholders’ 
demands.” 

There is a direct association between corporate social 
responsibility and customer satisfaction, profits, and mar- 
ket value.” In a survey of consumers, 80 percent indicated 
that when quality and price are similar among competitors, 
they would be more likely to buy from the company associ- 
ated with a particular cause. In addition, young adults aged 
18 to 25 are especially likely to take a company’s citizenship 
efforts into account when making not only purchasing but 
also employment and investment decisions.” 

Thus, recognition is growing that the long-term value 
of conducting business in a socially responsible manner 
far outweighs short-term costs.*! Companies that fail to 
develop strategies and programs to incorporate ethics 
and social responsibility into their organizational culture 
may pay the price with poor marketing performance and 
the potential costs of legal violations, civil litigation, and 
damaging publicity when questionable activities are made 


public. 
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CHAPTER REVIEW 


Recognize the importance of environmental 
scanning and analysis. 


Environmental scanning is the process of collect- 
ing information about the forces in the marketing 
environment; environmental analysis is the process 
of assessing and interpreting the information gath- 
ered through environmental scanning. This infor- 
mation helps marketing managers to minimize 
uncertainty and threats and to capitalize on oppor- 
tunities presented by environmental factors. 


Explore the effects of competitive, economic, 
political, legal and regulatory, technological, and 
sociocultural factors on marketing strategies. 


Marketers need to monitor the actions of competi- 
tors to determine what strategies competitors are 
using and how those strategies affect their own. 
Economic conditions influence consumers’ buy- 
ing power and willingness to spend. Legislation is 
enacted, legal decisions are interpreted by courts, 
and regulatory agencies are created and operated 
by elected or appointed officials. Marketers also 
can choose to regulate themselves. Technology 
determines how members of society satisfy needs 
and wants and helps to improve the quality of life. 
Sociocultural forces are the influences in a soci- 
ety that bring about changes in attitudes, beliefs, 
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norms, customs, and lifestyles. Changes in any of 
these forces can create opportunities and threats for 
marketers. 


Understand the concept and dimensions 
of social responsibility. 


Social responsibility refers to an organization's obli- 
gation to maximize its positive impact and mini- 
mize its negative impact on society. At the most 
basic level, companies have an economic respon- 
sibility to be profitable so that they can provide a 
return on investment to their stockholders, create 
jobs for the community, and contribute goods and 
services to the economy. Marketers are also expected 
to obey laws and regulations. Marketing ethics 
refers to principles and standards that define accept- 
able conduct in marketing as determined by vari- 
ous stakeholders. Philanthropic responsibilities go 
beyond marketing ethics; they are not required of a 
company but promote human welfare or goodwill. 


Differentiate between ethics and social 
responsibility. 

Whereas social responsibility is achieved by bal- 
ancing the interests of all stakeholders in an orga- 


nization, ethics relates to acceptable standards of 
conduct in making individual and group decisions. 
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Why are environmental scanning and analysis 
important to marketers? 


What are four types of competition? Which is most 
important to marketers? 


Define income, disposable income, and discretionary 
income. How does each type of income affect con- 
sumer buying power? 


What factors influence a buyer’s willingness to 


spend? 


What are the goals of the Federal Trade Commission? 
List the ways in which the FTC affects marketing 
activities. Do you think that a single regulatory 
agency should have such broad jurisdiction over so 
many marketing practices? Why or why not? 


Name several nongovernmental regulatory forces. Do 
you believe that self-regulation is more or less effec- 
tive than governmental regulatory agencies? Why? 


MARKETING APPLICATIONS 


I 


Assume that you are opening one of the following 
retail businesses. Identify publications at the library 
or online that provide information about the envi- 
ronmental forces likely to affect the business. Briefly 
summarize the information each provides. 
Convenience store 

Women’s clothing store 

Grocery store 

Fast-food restaurant 

Furniture store 


OREO OS 


Identify at least one technological advancement and 
one sociocultural change that have affected you as 
a consumer. Explain the impact of each on your 
needs as a customer. 


Identify an organization in your community that 
has a reputation for being ethical and socially 
responsible. What activities account for this image? 
Is the company successful? Why or why not? 
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ISSUES FOR DISCUSSION AND REVIEW 


Discuss the impact of technology on marketing 
activities. 


In what ways are cultural values changing? How are 
marketers responding to these changes? 

What is social responsibility, and why is it 
important? 

What are four dimensions of social responsibility? 


What impact do they have on marketing decisions? 


What are some major social responsibility issues? 
Give an example of each. 


Describe consumerism. Analyze some active con- 
sumer forces in your area. 


What is the difference between ethics and social 
responsibility? 


ONLINE EXERCISE 


4, 


Business for Social Responsibility (BSR) is a non- 
profit organization for companies desiring to oper- 
ate responsibly and demonstrate respect for ethical 
values, people, communities, and the natural envi- 
ronment. Founded in 1992, BSR offers members 
practical information, research, educational pro- 
grams, and technical assistance as well as the oppor- 
tunity to network with peers on current social 
responsibility issues. Visit www.bsr.org. 

a. What types of businesses join BSR, and why? 

b. Describe the services available to member com- 
panies. How can these services help companies 
improve their performances? 

c. Peruse the “BSR Conference—Overview” tab, 
located at the top of the home page. What are 
some advantages to attending the BSR con- 
ference and listening to industry leaders and 
experts in corporate social responsibility? 
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DEVELOPING YOUR MARKETING PLAN 


A marketing strategy is dynamic. Companies must con- 
tinually monitor the marketing environment not only 
to create their marketing strategy, but also to revise it if 
necessary. Information about various forces in the mar- 
ketplace is collected, analyzed, and used as a founda- 
tion for several marketing plan decisions. The following 
questions will help you to understand how the informa- 
tion in this chapter contributes to the development of 
your marketing plan: 


1. Describe the current competitive market for your 
product. Can you identify the number of brands or 
market share that they hold? Expand your analysis 
to include other products that are similar or could 
be substituted for yours. 


2. Using the business cycle pattern, in which of the 
four stages is the current state of the economy? Can 


VIDEO CASE 


you identify any changes in consumer buying power 
that would affect the sale and use of your product? 


3. Referring to Tables 3.2 and 3.3, do you recognize 
any laws or regulatory agencies that would have 
jurisdiction over your type of product? 


4. Conduct a brief technology assessment, determin- 
ing the impact that technology has on your prod- 
uct, its sale, or use. 


5. Discuss how your product could be affected by 
changes in social attitudes, demographic character- 
istics, or lifestyles. 


The information obtained from these questions should 
assist you in developing various aspects of your marketing 
plan found in the /nteractive Marketing Plan exercise at 
www.cengagebrain.com. 


THE PuttTinc Lot: BUILDING A MINIATURE 


GOLF CourRSE TO SUPPORT SUSTAINABILITY 


The Putting Lot is a unique miniature golf course located 

in Bushwick, a former industrial neighborhood in Brooklyn. 

The course opened in the summer of 2009 as a temporary 
installation in one of the neighborhood's many empty lots. 
Co-organizers Gabriel Fries-Briggs and Rachel Himmelfarb cre- 
ated the lot to preserve Bushwick’s local culture while providing 
a place for residents to learn and have fun. 


The idea to create a miniature golf course in the middle of the 
city came from the creators’ own childhood experiences. One 
creator says, “A lot of us are not from the city and have very 

fond childhood memories of playing mini golf. There is a lack of 
affordable recreational activities that are appropriate for all ages 
in New York, so building a mini golf course in the city seemed 
like a great idea.” The creators also wanted a space that would 
help anchor the neighborhood as more and more established 
families left the area. As neighborhoods become more con- 
cerned about sustainability, the land utilization and construction 
provided an opportunity to demonstrate sustainability. The 
organizers of the Putting Lot recognized that in the buying deci- 
sion process, situational influences such as time and location 
would encourage local residents to visit the mini golf course. The 


physical and social surroundings are especially important in a 
decision to engage in recreational activities. 


The Putting Lot was also designed to help people to think about 
the possibilities of vacant spaces in neighborhoods that sup- 
port sustainability. Bushwick is the 21st emptiest neighborhood 
in New York City. The Putting Lot's creators believe filling the 
empty spaces will help the neighborhood transition from an 
industrial district to a residential area. According to the Putting 
Lot's creators, “Vacant spaces are often places where developers, 
neighbors, and city workers come into conflict, but they can also 
be rich places for residents to imagine what they would like to 
see in the city.’ This is an attempt to change attitudes about the 
neighborhood and the possibilities for vacant land to be used in 
a responsible manner. 


Despite the large number of vacant spaces in Bushwick, the 
Putting Lot team had a difficult time finding a space to put their 
mini golf course. They say, “Even though the zoning of the neigh- 
borhood specifically permits our use as of right, most landlords 
did not want to deviate from standard, most common land-uses. 
In the end, we did find one who has been very supportive and 

is excited about the project and the possibilities it brings to the 


85 


neighborhood.’ They recognized that family influences would be 
important in supporting the Putting Lot because once children 
enjoyed playing they could have a very supportive impact on 
decisions to use the course. 


The Putting Lot focuses on sustainability, using recycled and 
reclaimed materials in its design. Additionally, the designs cannot 
be permanent or damage the land in any way. Before the course 
opened, the creators asked for design submissions for the holes. 
The winners received $500 to cover the cost of materials for their 
hole. One hole includes scrap-car doors and was inspired by the 
hazards of city cycling. Other holes include a water feature made 
with recycled plastic bottles and an obstacle course composed 
of boxes and milk crates. These hazards of the city represent an 
attempt to relate to the local culture and changes in attitudes 
toward sustainability. 


Additionally, Fries-Briggs and Himmelfarb searched for 
additional materials online and throughout New York City. 
Examples of materials used to create the Putting Lot include 
wooden shipping pallets from a local factory and old sails for 
the awnings. The golf equipment was acquired from a min- 
iature golf course in Canada that was going out of business. 
The emphasis on developing a mini golf course based on 
sustainability appealed to neighborhood residents, who want 
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to exhibit a sustainable lifestyle through their activities, inter- 
ests, and opinions. 


The Putting Lot became an important space for the Bushwick 
neighborhood. The Putting Lot's organizers say, “Through the 
transformation of the lot, the construction of the holes, and 

a series of events held in the public area, we hope to provide 

a forum for discussing urban sustainability in a new context.” 
Therefore, the organizers were involved in socializing neighbor- 
hood members to patronize the course and communicate with 
others positively in their reference groups. They hoped that 
some neighborhood members would become opinion leaders 
and influence others to become involved with the Putting Lot as 
a role model for community sustainability.® 


QUESTIONS FOR DISCUSSION 


1. How did the creators of the Putting Lot incorporate sustain- 
ability into their business concept? 


How do you think the creators of the Putting Lot used mar- 
keting concepts to emphasize the advantages of a minia- 
ture golf course based on sustainability? 


Based on the successful creation of the Putting Lot, can you 
think of other similar products that could be developed 
around the concept of sustainability? 


MARKETING RESEARCH 
AND TARGET MARKETS 


Part 2 examines how marketers use information and technology to better understand 
and reach customers. Chapter 4 provides a foundation for analyzing buyers through 

a discussion of marketing information systems and the basic steps in the marketing 
research process. Understanding elements that affect buying decisions enables 
marketers to better analyze customers’ needs and to evaluate how specific marketing 
strategies can satisfy those needs. Chapter 5 deals with selecting and analyzing target 
markets, which is one of the major steps in marketing strategy development. 
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OBJECTIVES: 


1 


Define marketing research 
and understand its 
importance. 


Describe the basic steps 
in conducting marketing 
research. 


Explore the fundamental 
methods of gathering data 
for marketing research. 


Describe the nature 

and roles of tools such 
as databases, decision 
support systems, and the 
Internet in marketing 
decision making. 


Identify key ethical 
and international 
considerations in 
marketing research. 
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At Threadless, Customers Design 
the Product 


Loyal customers are also loyal designers at Threadless, a fast-growing T-shirt 
company based in Chicago. The idea for Threadless grew out of Jake Nickell’s 
hobby of creating digital designs for T-shirts. In 2000, after one of his designs 
won a contest, 20-year-old Nickell teamed up with his friend Jacob DeHart 
to start a new business. Their unique marketing twist was that the T-shirts 
they sold would feature digital designs submitted and selected by customers 
through online voting. 

The first contest, which offered a grand prize of two free T-shirts, drew 
dozens of entries. Threadless printed and sold 24 copies each of the five top 
vote-getters. Soon the company began paying $100 for each winning design, 
an amount it gradually raised above $2,000. By 2002, Threadless had 10,000 
customers voting on designs and was selling $100,000 worth of T-shirts. 
A decade after its founding, the company’s annual sales have skyrocketed 
beyond $30 million, and customers submit 300 designs per day. By market- 
ing only designs that customers approve with their votes, Threadless keeps 
costs down and profit margins high. Sooner or later, all of its T-shirts sell out, 
and customers can click to vote for reprinting sold-out designs. 

As cofounder of Threadless, Nickell can’t imagine doing business any 
other way: “Why wouldn't you want to make the products that people want 
you to make?” he asks. By paying close attention to its customers’ prefer- 
ences, Threadless now sells 100,000 T-shirts every month, and customers are 
loyal because they know that their design ideas and votes really count.' 
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Mite research, like that conducted at Threadless, enables marketers to implement 
the marketing concept by helping them acquire information about whether and how 
their goods and services satisfy the desires of target market customers. When used effec- 
tively, such information facilitates relationship marketing by helping marketers focus their 
efforts on meeting and even anticipating the needs of their customers. Marketing research 
and information systems that can provide practical and objective information to help firms 
develop and implement marketing strategies are therefore essential to effective marketing. 

In this chapter, we focus on how marketers gather information needed to make mar- 
keting decisions. First, we define marketing research and examine the individual steps of 
the marketing research process, including various methods of collecting data. Next, we look 
at how technology aids in collecting, organizing, and interpreting marketing research data. 
Finally, we consider ethical and international issues in marketing research. 


The Importance of Marketing 
Research 


Marketing research is the systematic design, collection, interpretation, and reporting of 
information to help marketers solve specific marketing problems or take advantage of market- 
ing opportunities. As the word research implies, it is a process for gathering information that 
is not currently available to decision makers. The purpose of marketing research is to inform 
an organization about customers’ needs and desires, marketing opportunities for particu- 
lar goods and services, and changing attitudes and purchase patterns of customers. Market 
information increases the marketer’s ability to respond to customer needs, which leads to 
improved organizational performance. Detecting shifts in buyers’ behaviors and attitudes 
helps companies stay in touch with the ever-changing marketplace. Organic food marketers, 
for example, would be interested to know that demand for high-end organic food brands is 
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declining, while demand for private-label organic brands, such as those sold by Albertsons, 
Trader Joe’s, and Whole Foods, is growing. In fact, consumer confidence in private-label 
organic brands has boosted confidence in private-label brands overall.* Strategic planning 
requires marketing research to facilitate the process of assessing such opportunities or threats. 

Marketing research can help a firm better understand market opportunities, ascertain the 
potential for success for new products, and determine the feasibility of a particular market- 
ing strategy. Marketing research has consistently shown Google to be at the top of the pack 
in terms of market share and market valuation among competing search engine providers. 
However, Microsoft and Yahoo! have conducted marketing research to understand consumers’ 
habits and needs in order to develop rival products that are now challenging Google as never 
before. As more consumers purchase smartphones, Microsoft has been able to gain inroads 
against Google by offering its “decision engine” Bing, which Microsoft claims is far better 
than Google at performing searches and delivering to consumers the information they seek.” 

Many types of organizations use marketing research to help them develop marketing 
mixes to match the needs of customers. Supermarkets, for example, have learned from mar- 
keting research that roughly half of all Americans prefer to have their dinners ready in 15 to 
30 minutes. Such information highlights a tremendous opportunity for supermarkets to 
offer high-quality “heat-and-eat” meals to satisfy this growing segment of the food market. 
Political candidates also depend on marketing research to understand the scope of issues their 
constituents view as important. National political candidates may spend millions surveying 
voters to better understand issues and craft their images accordingly. 

Changes in the economy, especially the most recent recession, have dramatically changed 
marketers’ decision-making strategies. Increasingly, businesses need speed and agility to survive 
and to react quickly to changing consumer behavior. Marketing research has shifted focus on 
smaller studies like test marketing, small-scale surveys, and short-range forecasting in order to 
learn about changing dynamics in the marketplace. However, large, high-value research projects 
remain necessary for long-term success. While it is acceptable to conduct studies that take six 
months or more, many companies need real-time information to help them make good decisions. 
Firms may benefit from historical or secondary data, but due to changes in the economy and 
buyer behavior, such data are not as useful in today’s decision-making environment. As we discuss 
in this chapter online research services are helping to supplement and integrate findings in order to 
help companies make tactical and strategic decisions. In the future, the marketing researcher will 
need to be able to identify the most efficient and effective ways of gathering information.‘ 

The real value of marketing research is measured by improvements in a marketer's ability 
to make decisions. For example, Coach, a high-end handbag company, invests $5 million per 
year on customer research and conducts regular customer surveys. During the most recent 
recession, Coach made two important discoveries using its research tools. The company 
learned that high-end shoppers were spending less and were less willing to purchase the aver- 
age Coach bag than before. More importantly, Coach also discovered that its customers still 
wanted to occasionally purchase specialty items that made them feel happy. This inspired 
the company to create a new, less expensive, fun-focused bag line called Poppy.’ Marketers 
should treat information the same way as other resources, and they must weigh the costs and 
benefits of obtaining information. Information should be considered worthwhile if it results 
in marketing activities that better satisfy the firm’s target customers, lead to increased sales 
and profits, or help the firm achieve some other goal. 


The Marketing Research Process 


To maintain the control needed to obtain accurate information, marketers approach mar- 
keting research as a process with logical steps: (1) locating and defining problems or issues, 
(2) designing the research project, (3) collecting data, (4) interpreting research findings, and 
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Locating and 
defining issues 
or problems 


Designing 
the research 
project 


Reporting 
research 
findings 


Interpreting 
research 
findings 


Collecting 
data 


(5) reporting research findings (see Figure 4.1). These steps should be viewed as an overall 
approach to conducting research rather than as a rigid set of rules to be followed in each proj- 
ect. In planning research projects, marketers must consider each step carefully and determine 
how they can best adapt the steps to resolve the particular issues at hand. 


LOCATING AND DEFINING PROBLEMS 
OR RESEARCH ISSUES 


The first step in launching a research study is problem or issue definition, which focuses on 
uncovering the nature and boundaries of a situation or question related to marketing strategy or 
implementation. The first sign of a problem is typically a departure from some normal function, 
such as the failure to attain objectives. Ifa corporation's objective is a 12 percent sales increase and 
the current marketing strategy resulted in a 6 percent increase, 


this discrepancy should be analyzed to help guide future mar- 


keting strategies. Declining sales, increasing expenses, and oe co . Se eed Ny 
Spare Beene cies cue | ee A DELTA % 


decreasing profits also signal problems. Customer relation- 
ship management (CRM) is frequently based on analysis of 


existing customers. Armed with this knowledge, a firm could BUILDING A BETTER AIRLINE, 
define a problem as finding a way to adjust for biases stem- NOT JUST A BIGGER ONE. 


ming from existing customers when gathering data or to MIR Gd) aS, 
enough to lead this industry. No one who flies is waiting for a bigger airline; they're waiting for one 
Ps . if that’s committed to making flying better. To that end, we've taken a look at every part of the 
develop methods for gathering information to help find new caches a sig geeeine een SERRA REE 
, P A improving it. That's an ambitious goal, especially at a time when alr travel is under pressure (rom 
customers. Conversely. when an organization experiences ai all sides, but the challenges of this industry have always been its fuel; that was true at Kitty Hawk, 
? and it’s true today. So while we're proud to offer over 5,500 flights a day, we won't rest until each 


one of them js as convenient, comfortable, and hassle-free as possible 


dramatic rise in sales or some other positive event, it may con- 
duct marketing research to discover the reasons and maximize 
the opportunities stemming from them. 

Marketing research often focuses on identifying and 
defining market opportunities or changes in the environ- 
ment. When a firm discovers a market opportunity, it may 
need to conduct research to understand the situation more 


DELTA.COM 


precisely so it can craft an appropriate marketing strategy. 
For instance, AT&T’s mobile phone service has a bad repu- 
tation for quality, particularly as it applies to the popular 
iPhone. To help combat increasing customer dissatisfac- 


tion, AT&T has created a free “Mark the Spot” app that 


allows iPhone users to identify problem areas as they are 8 

experiencing difficulty. AT&T is using the data to improve 4 

its service, thereby retaining more customers.° “ 
To pin down the specific boundaries of a problem or Defining the Problem 

an issue through research, marketers must define the nature When Delta merged with Northwest, concerns over company image 

and scope of the situation in a way that requires probing resulted in ads promoting size and quality of service. These concerns about 


beneath the superficial symptoms. The interaction between Image; were dIScaVEred throtigh marketing feseaich 


the marketing manager and the marketing researcher 


PART 2: MARKETING RESEARCH AND TARGET MARKETS 


. 
should yield a clear definition of the research needed. Researchers and decision makers 
should remain in the problem or issue definition stage until they have determined precisely 
what they want from marketing research and how they will use it. Deciding how to refine a 
broad, indefinite problem or issue into a precise, researchable statement is a prerequisite for 
the next step in the research process. 


DESIGNING THE RESEARCH PROJECT 


Once the problem or issue has been defined, the next step is to create a research design, an 
overall plan for obtaining the information needed to address it. This step requires formulat- 
ing a hypothesis and determining what type of research is most appropriate for testing the 
hypothesis to ensure the results are reliable and valid. 


Developing a Hypothesis 


The objective statement of a marketing research project should include a hypothesis based on 
both previous research and expected research findings. A hypothesis is an informed guess or 
assumption about a certain problem or set of circumstances. It is based on all the insight and 
knowledge available about the problem or circumstances from previous research studies and 
other sources. As information is gathered, the researcher can test the hypothesis. For exam- 
ple, a food marketer such as H.J. Heinz might propose the hypothesis that children today 
have considerable influence on their families’ buying decisions regarding ketchup and other 
grocery products. A marketing researcher would then gather data, perhaps through surveys 
of children and their parents, and draw conclusions as to whether the hypothesis is correct. 
Movie theater, sports arena, and concert venue owners who may be wondering why sales 
are down have hypothesized that consumers are staying home more because of rising event 
prices, widespread availability of home theater systems and broadband Internet access, and 
families’ increasingly busy schedules. Marketers could test this hypothesis by manipulating 
prices or offering strong incentives for consumers to return. Sometimes, several hypotheses 
are developed during an actual research project; the hypotheses that are accepted or rejected 
become the study’s chief conclusions. 


Types of Research 


The nature and type of research vary based on the research design and the hypotheses under 
investigation. Marketers may elect to conduct either exploratory research or conclusive 
research. Although each has a distinct purpose, the major differences between them are for- 
malization and flexibility rather than the specific research methods used. Table 4.1 summa- 
rizes the differences. 


EXPLORATORY RESEARCH When marketers need more information about a problem or 
want to make a tentative hypothesis more specific, they may conduct exploratory research. 
The main purpose of exploratory research is to better understand a problem or situation and/ 
or to help identify additional data needs or decision alternatives.’ Consider that until recently, 
there was no research available to help marketers understand how consumers perceive the terms 
clearance versus sale in describing a discounted price event. An exploratory study asked one 
group of 80 consumers to write down their thoughts about a store window sign that said “sale” 
and another group of 80 consumers to write about a store window sign that read “clearance.” 
The results revealed that consumers expected deeper discounts when the term clearance was 
used, and they expected the quality of the clearance products to be lower than that of products 
on sale.* This exploratory research helped marketers better understand how consumers view 
these terms and opened up the opportunity for additional research hypotheses about decision 
alternatives for retail pricing. 
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TABLE 4.1 Differences between Exploratory and Conclusive Research 


Research Project Components Exploratory Research Conclusive Research 


Research purpose General: to generate insights about a Specific: to verify insights and aid in 
situation selecting a course of action 


Data sources IIl-defined Well-defined 
Data collection form Open-ended, rough Usually structured 


Sample Relatively small; subjectively selected Relatively large; objectively selected to 
to maximize generalization of insights permit generalization of findings 


Data collection Flexible; no set procedure Rigid; well-laid-out procedure 
Data analysis Informal; typically nonquantitative Formal; typically quantitative 
Inferences/recommendations More tentative than final More final than tentative 


Source: A. Parasuraman. Marketing Research, Second Edition. © 2007 South-Western, a part of Cengage Learning, Inc. Reproduced by permission. 
www.cengage.com/permissions 


CONCLUSIVE RESEARCH Conclusive research is designed to verify insights through an 
objective procedure to help marketers make decisions. It is used when the marketer has one or 
more alternatives in mind and needs assistance in the final stages of decision making. Consider 
exploratory research that has revealed that the terms clearance and sale send different signals to 
consumers. To make a decision about how to use this information, marketers would benefit 
from a well-defined and structured research project that will help them decide which approach 
is best for a specific set of products and target consumers. The typically quantitative study 
should be specific in selecting a course of action and using methods that can be verified. Two 
such types of conclusive research are descriptive research and experimental research. 

If marketers need to understand the characteristics of certain phenomena to solve a par- 
ticular problem, descriptive research can aid them. Descriptive studies may range from gen- 
eral surveys of customers’ educations, occupations, or ages to specifics on how often teenagers 
consume sports drinks or how often customers buy new pairs of athletic shoes. For example, 
if Nike and Reebok want to target more young women, they might ask 15- to 35-year-old 
females how often they work out, how frequently they wear athletic shoes for casual use, and 
how many pairs of athletic shoes they buy in a year. Such descriptive research can be used to 
develop specific marketing strategies for the athletic-shoe market. Descriptive studies gener- 
ally demand much prior knowledge and assume that the problem or issue is clearly defined. 
Some descriptive studies require statistical analysis and predictive tools. The marketer's major 
task is to choose adequate methods for collecting and measuring data. 

Descriptive research is limited in providing evidence necessary to make causal inferences 
(i.e., that variable X causes a variable Y). Experimental research allows marketers to make 
causal deductions about relationships. Such experimentation requires that an independent 
variable (one not influenced by or dependent on other variables) be manipulated and the 
resulting changes in a dependent variable (one contingent on, or restricted to, one value or 
set of values assumed by the independent variable) be measured. Por instance, when Coca- 
Cola introduced Dasani flavored waters, managers needed to estimate sales at various poten- 


tial price points. In some markets, Dasani was introduced at $6.99 per six-pack. By holding 
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variables such as advertising and shelf position constant, Coca-Cola could manipulate the 
price variable to study its effect on sales. If sales increased 40 percent when the price was 
reduced by $2, then managers could make an informed decision about the effect of price on 
sales. Coca-Cola could also use experimental research to manipulate other variables such as 
advertising or in-store shelf position to determine their effect on sales. Manipulation of the 
causal variable and control of other variables are what make experimental research unique. 
As a result, they can provide much stronger evidence of cause and effect than data collected 
through descriptive research. 


Research Reliability and Validity 


In designing research, marketing researchers must ensure that research techniques are both 


reliable and valid. A research technique has reliability if it produces almost identical results 
in repeated trials. However, a reliable technique is not necessarily valid. To have validity, 
the research method must measure what it is supposed to measure, not something else. For 


example, although a group of customers may express the same level of satisfaction based on a 
rating scale, as individuals they may not exhibit the same repurchase behavior because of dif- 
secondary data ferent personal characteristics. If the purpose of rating satisfaction was to estimate potential 
repurchase behavior, this result may cause the researcher to question the validity of the satis- 
faction scale.’ A study to measure the effect of advertising on sales would be valid if advertis- 
ing could be isolated from other factors or from variables that affect sales. The study would 


be reliable if replications of it produced the same results. 


COLLECTING DATA 


The next step in the marketing research process is collecting data 
to help prove (or disprove) the research hypothesis. The research 
design must specify what types of data to collect and how they 
will be collected. 
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Types of Data 


Marketing researchers have two types of data at their disposal. 
Primary data are observed and recorded or collected directly 
from respondents. This type of data must be gathered by observ- 
ing phenomena or surveying people of interest. Secondary data 
are compiled both inside and outside the organization for some 
purpose other than the current investigation. Secondary data 
include general reports supplied to an enterprise by various data 
services and internal and online databases. Such reports might 
concern market share, retail inventory levels, and customers’ 
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insights into customer needs and behaviors. available reports and other information from both internal and 


external sources to study a marketing problem. 
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Internal sources of secondary data can contribute tremendously to research. An organi- 
zation’s own database may contain information about past marketing activities, such as sales 
records and research reports, which can be used to test hypotheses and pinpoint problems. 
From sales reports, for example, a firm may be able to determine not only which product 
sold best at certain times of the year but also which colors and sizes customers preferred. 
Such information may have been gathered using customer relationship management tools for 
marketing, management, or financial purposes. 

Procter & Gamble launched an online store to sell key brands in order to obtain data 
on consumer buying habits. Sales data can be used to determine trends in the purchase of 
certain brands, which can be used to formulate hypotheses or to uncover marketing opportu- 
nities. Additional secondary data are available from large retailers like Walmart, which shares 
some of its sales data with Procter & Gamble.'® 

Accounting records are also an excellent source of data but, surprisingly, are often over- 
looked. The large volume of data an accounting department collects does not automatically 
flow to other departments. As a result, detailed information about costs, sales, customer 
accounts, or profits by product category may not be easily accessible to the marketing area. 
This condition develops particularly in organizations that do not store marketing informa- 
tion on a systematic basis. A third source of internal secondary data is competitive informa- 
tion gathered by the sales force. 

External sources of secondary data include trade associations, periodicals, govern- 
ment publications, unpublished sources, and online databases. Trade associations such as 
the American Marketing Association offer guides and directories that are full of informa- 
tion. Periodicals such as Bloomberg Businessweek, The Wall Street Journal, Sales & Marketing 
Management, Advertising Age, Marketing Research, and Industrial Marketing publish gen- 
eral information that can help marketers define problems and develop hypotheses. Survey 
of Buying Power, an annual supplement to Sales & Marketing Management, contains sales 
data for major industries on a county-by-county basis. Many marketers also consult federal 
government publications such as the Statistical Abstract of the United States, the Census of 
Business, the Census of Agriculture, and the Census of Population; most of these government 
publications are available online. Although the government still conducts its primary census 
every 10 years, it also conducts the American Community Survey, an ongoing survey sent 
to population samples on a regular basis.'' This provides marketers with a more up-to-date 
demographic picture of the nation’s population every year. A company might use survey 
census data to determine, for example, whether or not to construct a shopping mall in a 
specific area.'* 

In addition, companies may subscribe to services, such as ACNielsen or Information 
Resources Inc. (IRI), that track retail sales and other information. For example, IRI tracks 
consumer purchases using in-store, scanner-based technology. Marketing firms can purchase 
information from IRI about a product category, such as frozen orange juice, as secondary 
data.'? Small businesses may be unable to afford such services, but they can still find a wealth 
of information through industry publications and trade associations. 

Companies such as TiVo are challenging services like ACNielson by offering year-round 
second-by-second information about the show and advertising viewing habits of consum- 
ers who own the company’s DVRs. The data are anonymous and are recorded by the TV 
viewers’ boxes. ACNielson, on the other hand, only measures local program viewing for 
four months a year. However, TiVo’s data gathering is limited. Its privacy-protection poli- 
cies prevent the company from collecting information that Nielson can provide, such as 
demographic breakdowns and the number of people watching each TV set. On the other 
hand, TiVo information can aid local TV news programs in their programming decisions by 
helping them choose when to air sports and weather and how much time to devote to each 
segment." 
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The Internet can be especially useful to marketing researchers. Search engines such 
as Google can help marketers locate many types of secondary data or to research topics 
of interest. Of course, companies can mine their own websites for useful information by 
using CRM tools. Amazon.com, for example, has built a relationship with its custom- 
ers by tracking the types of books, music, and other products they purchase. Each time 
a customer logs on to the website, the company can offer recommendations based on 
the customer’s previous purchases. Such a marketing system helps the company track the 
changing desires and buying habits of its most valued customers. Furthermore, marketing 
researchers are increasingly monitoring blogs to discover what consumers are saying about 
their products—both positive and negative. Some, including yogurt maker Stonyfield 
Farms, have even established their own blogs as a way to monitor consumer dialog on 
issues of their choice. There are many reasons people go online, which can make the job 
of using the Internet complicated for marketers. Table 4.2 lists the main reasons people 
go online, and Table 4.3 summarizes the external sources of secondary data, excluding 
syndicated services. 


TABLE 4.2 Top 10 Online Pursuits by Generation _ 


Younger Silent 
Rank | Gen Y Gen X Boomers Older Boomers | Generation G.I. Generation 


3 Research product | Research product | Research product | Get health info Research Get health info 
product 
4 Get health info Make travel 


Get news Get health info Get health info Research product 
reservations 
5 Watch video Buy something Get news Buy something Make travel Research product 
reservations 
6 Buy something | Get news Make travel Get news Visit government | Buy something 
reservations site 
7 Get health info | Make travel Buy something Make travel Buy something Get news 
reservations reservations 


8 Visit social Bank Visit government | Visit government | Get news Visit government 
networking site site site site 
(SNS) 

2) Make travel Visit government | Research for job Bank Bank Get religious info 
reservations site 

10 Research for Research for job Research for job Research for job Bank 


job 


Source: “Generations Online Charts,’ Pew Research Center by Sydney Jones and Susannah Fox, January 28, 2009, www.pewinternet.org/Presentations/2009/ 
Generations-Online-in-2009.aspx. 
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TABLE 4.3 Sources of Secondary Information = 


Government Sources 


Economic census www.census.gov/econ/census07// 
Export.gov—country and industry market research www.export.gov/mrktresearch/index.asp 
National Technical Information Services www.ntis.gov/ 

Strategis—Canadian trade www-strategis.ic.gc.ca/engdoc/main.html 


Trade associations and shows 


American Society of Association Executives www.asaecenter.org/ 
Directory of Associations www.marketingsource.com/associations/ 
Trade Show News Network www.tsnn.com/ 


Magazines, newspapers, video, and audio news programming 


Blinkx www.blinkx.com/ 

FindArticles.com www.findarticles.com/p/articles/tn_bus/?tag=trunk 
ene Video Search www.video.google.com/ 

Google News Directory www.google.com/Top/News/ 

Yahoo! Video Search www.video.search.yahoo.com/ 


Corporate information 


Annual Report Service www.annualreportservice.com/ 
Bitpipe www.bitpipe.com/ 

Business Wire—press releases www.businesswire.com/ 
Hoover's Online www.hoovers.com/ 

Open Directory Project www.dmoz.org/ 

PR Newswire—press releases www.prnewswire.com 


Source: Adapted from “Data Collection: Low-Cost Secondary Research,’ KnowThis.com, www.knowthis.com/principles-of-marketing-tutorials/data- 
collection-low-cost-secondary-research/ (accessed February 17, 2011). 


Methods of Collecting Primary Data 


Collecting primary data is a lengthier, more expensive, and more complex process than col- 
lecting secondary data. To gather primary data, researchers use sampling procedures, sur- 
vey methods, and observation. These efforts can be handled in-house by the firm’s own 
research department or contracted to a private research firm such as ACNielsen, Information 
Resources Inc., or IMS International. 


lation 


SAMPLING Because the time and resources available for research are limited, it is almost 
impossible to investigate all the members of a target market or other population. A 


population, or “universe, includes all the elements, units, or individuals of interest to 
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researchers for a specific study. Consider a Gallup poll 
designed to predict the results of a presidential election. All 
registered voters in the United States would constitute the 
population. By systematically choosing a limited number of 
units—a sample—to represent the characteristics of a total 
population, researchers can project the reactions of a total 
market or market segment. (In the case of the presidential 
poll, a representative national sample of several thousand 
registered voters would be selected and surveyed to pro- 
ject the probable voting outcome.) Sampling in marketing 
research, therefore, is the process of selecting representative 
units from a total population. Sampling techniques allow 
marketers to predict buying behavior fairly accurately on 
the basis of the responses from a representative portion of 
the population of interest. Most types of marketing research 
employ sampling techniques. 

There are two basic types of sampling: probability 


sampling and nonprobability sampling. With probability 
sampling, every element in the population being studied 
uSamp¥* has a known chance of being selected for study. Random 

ares sampling is a form of probability sampling. When market- 


ers employ random sampling, all the units in a population 
have an equal chance of appearing in the sample. The vari- 
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ous events that can occur have an equal or known chance 
of taking place. For example, a specific card in a regulation 


uSamp assists clients in creating samples and panels. deck should have a 1 in 52 probability of being drawn at 


any one time. Sample units are ordinarily chosen by select- 

ing from a table of random numbers statistically generated 

so that each digit, 0 through 9, will have an equal probabil- 
ity of occurring in each position in the sequence. The sequentially numbered elements of a 
population are sampled randomly by selecting the units whose numbers appear in the table 
of random numbers. 

Another type of probability sampling is stratified sampling, in which the population 
of interest is divided into groups according to a common attribute, and a random sample 
is then chosen within each group. The stratified sample may reduce some of the error that 
could occur in a simple random sample. By ensuring that each major group or segment of 
the population receives its proportionate share of sample units, investigators avoid includ- 
ing too many or too few sample units from each group. Samples are usually stratified 
when researchers believe there may be variations among different types of respondents. 
For instance, many political opinion surveys are stratified by gender, race, age, and/or 
geographic location. 

The second type of sampling, nonprobability sampling, is more subjective than prob- 
ability sampling because there is no way to calculate the likelihood that a specific element of 
the population being studied will be chosen. Quota sampling, for example, is highly judg- 
mental because the final choice of participants is left to the researchers. In quota sampling, 
researchers divide the population into groups and then arbitrarily choose participants from 
each group. In quota sampling, there are some controls—usually limited to two or three vari- 
ables, such as age, gender, or race—over the selection of participants. The controls attempt 
to ensure that representative categories of respondents are interviewed. A study of people 
who wear eyeglasses, for example, may be conducted by interviewing equal numbers of men 
and women who wear eyeglasses. Because quota samples are not probability samples, not 
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everyone has an equal chance of being selected, and sampling error therefore cannot be mea- 
sured statistically. Quota samples are used most often in exploratory studies, when hypoth- 
eses are being developed. Often a small quota sample will not be projected to the total popu- 
lation, although the findings may provide valuable insights into a problem. Quota samples 
are useful when people with some common characteristic are found and questioned about 
the topic of interest. A probability sample used to study people who are allergic to cats, for 
example, would be highly inefficient. 


SURVEY METHODS Marketing researchers often employ sampling to collect primary 
data through mail, telephone, online, or personal interview surveys. The results of such 
surveys are used to describe and analyze buying behavior. The survey method chosen 
depends on the nature of the problem or issue; the data needed to test the hypothesis; and 
the resources, such as funding and personnel, available to the researcher. Marketers may 
employ more than one survey method depending on the goals of the research. Surveys can 
be quite expensive (Procter & Gamble spends about $350 million on consumer under- 
standing and conducts more than 15,000 research studies annually), but small businesses 
can turn to sites such as SurveyMonkey.com” and zoomerang.com for inexpensive or 
even free online surveys. Table 4.4 summarizes and compares the advantages of the vari- 


stratified sampling 

A type of probability sampling in 
which the population is divided 
into groups with a common 
attribute and a random sample 
is chosen within each group 


nonprobability 
sampling 

A sampling technique in which 
there is no way to calculate the 
likelihood that a specific element 
of the population being studied 
will be chosen 


quota sampling 

A nonprobability sampling 
technique in which researchers 
divide the population into groups 


ous survey methods. 


Gathering information through surveys is becoming increasingly difficult because fewer 


and then arbitrarily choose 
participants from each group 


people are willing to participate. Many people believe responding to surveys requires too 


much scarce personal time, especially as surveys become longer and more detailed. Others 
have concerns about how much information marketers are gathering and whether their pri- 


vacy is being invaded. The unethical use of selling techniques 
disguised as marketing surveys has also led to decreased coop- 
eration. [hese factors contribute to nonresponse rates for any 
type of survey. 

In a mail survey, questionnaires are sent to respondents, 
who are encouraged to complete and return them. Mail sur- 
veys are used most often when the individuals in the sam- 
ple are spread over a wide area and funds for the survey are 
limited. A mail survey is less expensive than a telephone or 
personal interview survey as long as the response rate is high 
enough to produce reliable results. The main disadvantages 
of this method are the possibility of a low response rate and 
of misleading results if respondents differ significantly from 
the population being sampled. One method of improving 
response rates involves attaching a brief personal message 
on a Post-it’ Note to the survey packet. Response rates to 
these surveys are higher, and the quality and timeliness of the 
responses are also improved.'° As a result of these issues, com- 
panies are increasingly moving to Internet surveys and auto- 
mated telephone surveys. 

Premiums or incentives that encourage respondents to 
return questionnaires have been effective in developing panels 
of respondents who are interviewed regularly by mail. Such 
mail panels, selected to represent a target market or market 
segment, are especially useful in evaluating new products and 
providing general information about customers, as well as 
records of their purchases (in the form of purchase diaries). 
Mail panels and purchase diaries are much more widely used 


mail survey 

A research method in which 
respondents answer a question- 
naire sent through the mail 


Entrepreneurship in Marketing 


SurveyMonkey Facilitates 
Online Research 


In 1999, at the height of the dot-com boom, recent 
college graduate Ryan Finley founded SurveyMonkey 
as an online survey firm. He was struck by the growing 
need for marketing research that could be conducted 
quickly, conveniently, and at a reasonable cost. He built a 
website where businesses, nonprofit organizations, and 
even government agencies could post questionnaires, 
invite online responses, and easily tabulate the 

results. Users needed no technical knowledge to get 
started, and basic surveys could be posted for free. 
SurveyMonkey made its money by offering more 
sophisticated research tools at an extra charge. 


Thanks to the user-friendly format and the low cost, 
SurveyMonkey became so popular so quickly that Finley’s 
brother Chris soon joined the firm to help with manage- 
ment duties. Ten years after the company was founded, 
the brothers sold it to a venture capital group and stayed 
on to keep the business growing. Today, 25 million peo- 
ple answer SurveyMonkey questionnaires every month. 
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TABLE 4.4 Comparison of the Four Basic Survey Methods 


Economy 


Flexibility 


Interviewer bias 


Sampling and 
respondents’ 
cooperation 


Mail Surveys 


Potentially lower in 

cost per interview than 
telephone or personal 
surveys if there is an 
adequate response rate. 


Inflexible; question- 
naire must be short 
and easy for respon- 
dents to complete. 


Interviewer bias is 
eliminated; question- 
naires can be returned 
anonymously. 


Obtaining a complete 
mailing list is difficult; 
nonresponse is a major 
disadvantage. 


Telephone Surveys 


Avoids interview- 

ers’ travel expenses; 
less expensive than 
in-home interviews. 


Flexible because 
interviewers can ask 
probing questions, 
but observations are 
impossible. 


Some anonymity; may 
be hard to develop 
trust in respondents. 


Sample limited to 
respondents with 
telephones; devices 
that screen calls, busy 
signals, and refusals 
are a problem. 


Online Surveys 


The least expensive 
method if there is an 
adequate response 
rate. 


Less flexible; survey 
must be easy for online 
users to receive and 
return; short, dichoto- 
mous, or multiple-choice 
questions work best. 


Interviewer bias is 

eliminated, but e-mail 
address on the return 
eliminates anonymity. 


Sample limited to 
respondents with 
computer access; 

the available e-mail 
address list may not be 
a representative sample 
for some purposes. 


Personal Interview 
Surveys 


The most expensive 

survey method; shopping 
mall and focus-group 
interviews have lower costs 
than in-home interviews. 


Most flexible method; 
respondents can react to 
visual materials; demo- 
graphic data are more 
accurate; in-depth probes 
are possible. 


Interviewers’ personal 
characteristics or inability 
to maintain objectivity 
may result in bias. 


Not-at-homes area 
problem, which may be 
overcome by focus-group 
and shopping mall 
interviewing. 


than custom mail surveys, but both panels and purchase diaries have shortcomings. People 
who take the time to fill out a diary may differ from the general population based on income, 
education, or behavior, such as the time available for shopping activities. Internet and social 
networking surveys have also greatly gained in popularity, although they are similarly limited 
as well—given that not all demographics utilize these media equally. 

In a telephone survey, an interviewer records respondents’ answers to a question- 
naire over a phone line. A telephone survey has some advantages over a mail survey. The 
rate of response is higher because it takes less effort to answer the telephone and talk than 
to fill out and return a questionnaire. If enough interviewers are available, a telephone 
survey can be conducted very quickly. Thus, political candidates or organizations that 
want an immediate reaction to an event may choose this method. In addition, a telephone 
survey permits interviewers to gain rapport with respondents and ask probing questions. 
Automated telephone surveys, also known as interactive voice response or “robosurveys,” 
rely on a recorded voice to ask the questions while a computer program records respon- 
dents’ answers. The primary benefit of automated surveys is the elimination of any bias 
that might be introduced by a live researcher. 

However, only a small proportion of the population likes to participate in telephone 
surveys. This can significantly limit participation and distort representation in a telephone 
survey. Moreover, telephone surveys are limited to oral communication; visual aids or obser- 
vation cannot be included. Interpreters of results must make adjustments for individuals 
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who are not at home or do not have telephones. Many 
households are excluded from telephone directories 
by choice (unlisted numbers) or because the residents 
moved after the directory was published. Potential 


respondents often use telephone answering machines, > Dec-08 Il May-10 
voice mail, or caller ID to screen or block calls; addi- 

| | 1j F 
ents can ask for clarification of specific questions or 
pose questions of their own. The potential advan- 


tionally, millions have signed up for “Do Not Call 

Lists.” Moreover, an increasing number of younger 

tages of e-mail surveys are quick response and lower Source: Pew Research Center’s Internet and American Life Project, April 29-May 30, 2010 Tracking Survey. 
N = 2,252 adults 18 and older. 


Changes in Social Network Site Use by Generation 


Americans are giving up their fixed telephone lines in 
favor of cellular or wireless phones. These issues have 
serious implications for the use of telephone samples 
in conducting surveys. 

Online surveys are evolving as an alternative to 
telephone surveys. In an online survey, question- 
naires can be transmitted to respondents who have 
agreed to be contacted and have provided their e-mail 
addresses. Because e-mail is semi-interactive, recipi- 


Silent 
G1. 
Generation parm 


Older 
Generation 


(18-33) 
Boomers 
(55-64) 
(65-73) 
tion an 

All Online 
Adults 
(18+) 


~ Millennials 


cost than traditional mail, telephone, and personal 

interview surveys if the response rate is adequate. In 

addition, more firms use their websites to conduct surveys. Online surveys can also use 
online communities—such as chat rooms, web-based forums, blogs, newsgroups, social 
networking sites, and research communities—to identify trends in interests and consump- 
tion patterns. Movies, consumer electronics, food, and computers are popular topics in 
many online communities. Indeed, by “listening in” on these ongoing conversations, mar- 
keters may be able to identify new-product opportunities and consumer needs. Moreover, 
this type of online data can be gathered at little incremental cost compared to alternative 
data sources. Evolving technology and the interactive nature of the Internet allow for con- 
siderable flexibility in designing online questionnaires. 

Crowdsourcing combines the words crowd and outsourcing and calls for taking tasks 
usually performed by a marketer or researcher and outsourcing them to a crowd, or poten- 
tial market, through an open call. Consider Procter & Gamble, which has used social 
networking sites to solicit new ideas and suggestions straight from consumers when devel- 
oping new products. Crowdsourcing is a way for marketers to gather input straight from 
willing consumers and to actively listen and engage with people's ideas and evaluations on 
products. The computer company Dell Inc. has used crowdsourcing to tap into consumer 
insights and to spur innovations in everything from new products to website design and 
marketing improvements. Seventy-five percent of respondents to a recent survey indicate 
that crowdsourcing is an effective way to approach innovations in products and services.’” 

Given the growing number of households that have computers with Internet access, 
marketing research is likely to rely heavily on online surveys and crowdsourcing in the 
future. Furthermore, as negative attitudes toward telephone surveys render that technique 
less representative and more expensive, the integration of e-mail and voice mail functions 
into one computer-based system provides a promising alternative for survey research. 
E-mail surveys have especially strong potential within organizations whose employees are 
networked and for associations that publish members’ e-mail addresses. However, there are 
some ethical issues to consider when using e-mail for marketing research, such as unso- 
licited e-mail, which could be viewed as “spam,” and privacy, as some potential survey 
respondents fear their personal information will be given or sold to third parties without 
their knowledge or permission. 


Online Surveys 
Schlesinger Associates assists 
firms by administering online 
research projects, such as 
surveys. 
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In a personal interview survey, participants respond to questions face-to-face. Various 
audiovisual aids—pictures, products, diagrams, or prerecorded advertising copy—can be 
incorporated into a personal interview. Rapport gained through direct interaction usually 
permits more in-depth interviewing, including probes, follow-up questions, or psychological 
tests. In addition, because personal interviews can be longer, they may yield more informa- 
tion. Finally, respondents can be selected more carefully, and reasons for nonresponse can be 
explored. 

One such research technique is the in-home (door-to-door) interview. The in-home 
interview offers a clear advantage when thoroughness of self-disclosure and elimination of 
group influence are important. In an in-depth interview of 45 to 90 minutes, respondents 
can be probed to reveal their true motivations, feelings, behaviors, and aspirations. 

The object of a focus-group interview is to observe group interaction when members 
are exposed to an idea or a concept. Focus-group interviews are often conducted informally, 
without a structured questionnaire, in small groups of 8 to 12 people. They allow customer 
attitudes, behaviors, lifestyles, needs, and desires to be explored in a flexible and creative man- 
ner. Questions are open-ended and stimulate respondents to answer in their own words. 
Researchers can ask probing questions to clarify something they do not fully understand or 
something unexpected and interesting that may help explain buying behavior. For example, 
Ford may use focus groups to determine whether to change its advertising to emphasize a 
vehicle's safety features rather than its style and performance. On the other hand, focus-group 
participants do not always tell the truth. Some participants may be less than honest in an 
effort to be sociable or to receive money and/or food in exchange for their participation.'® 
However, they generally provide only qualitative, not quantitative, data, and are thus best used 
to uncover issues that can then be explored using quantifiable marketing research techniques. 


© Schlesinger Associates 
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Online focus groups can gather data from large and geo- 


graphically diverse groups in a less intensive manner than InterVU...it's like being there only better 
focus-group interviews. Online focus groups are less expen- 
sive than traditional sit-down groups, but they do not allow Conduct Live Focus Groups Online with a Webcam 
for as much interaction, the ability to observe body language, 
; f . . : Feo od Ines s Ondine Roa Groupe apbie culties 

or the spontaneity to quickly make changes in the discussion. es re ee a Se sree = 

. . . . ats With InterVu, you can get the same face-to-face exchange you get 
Having a person on-site to interact with participants and to bag cathe ieee pnb prety brder opamp is 


image with a personal web cam. 


observe and manipulate verbal and nonverbal responses tends 
to be most effective. Ford Motor Company, for instance, pre- 
fers traditional live focus groups because of these advantages.” 

More organizations are starting customer advisory 
boards, which are small groups of actual customers who 
serve as sounding boards for new-product ideas and offer 
insights into their feelings and attitudes toward a firm’s 
products, promotion, pricing, and other elements of 
marketing strategy. While these advisory boards help com- 
panies maintain strong relationships with valuable cus- 
tomers, they can also provide great insight into marketing 
research questions. Maxine Clark, CEO and founder of 
Build-A-Bear Workshop, runs a customer advisory board 
with the purpose of staying in tune with what her cus- 
tomers want. She highly recommends that startups, in par- For more information, call 888-536-2878 


only online. InterVu Focus Groups are transmitted in real-time to any 


This Jive focus group exchange allows all participants to see, hear and 
react to each other in the same way as a traditional group interview 
\ number of viewers, world wide. 


FocusVision 
Schedule a Demo or Book a Project today. : 
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ticular, found advisory boards, stating that this technique oe eee 
allows a company to focus immediately on what its con- Focus Groups 
sumer base truly wants.”° FocusVision helps administer video-enabled online focus 


Still another option is the telephone depth interview, groups with the use of platforms like InterVu. 


which combines the traditional focus group’s ability to probe 

with the confidentiality provided by a telephone survey. This 

type of interview is most appropriate for qualitative research projects among a small targeted 
group that is difficult to bring together for a traditional focus group because of members’ 
professions, locations, or lifestyles. Respondents can choose the time and day for the inter- 
view. Although this method is difficult to implement, it can yield revealing information from 
respondents who otherwise would be unwilling to participate in marketing research. 

The nature of personal interviews has changed. In the past, most personal interviews, 
which were based on random sampling or prearranged appointments, were conducted in 
the respondent’s home. Today, many personal interviews are conducted in shopping malls. 
Shopping mall intercept interviews involve interviewing a percentage of individuals who 
pass by an “intercept” point in a mall. Like any face-to-face interviewing method, mall inter- 
cept interviewing has many advantages. The interviewer is in a position to recognize and 
react to respondents’ nonverbal indications of confusion. Respondents can view product 
prototypes, videotapes of commercials, and the like, and provide their opinions. The mall 
environment lets the researcher deal with complex situations. For instance, in taste tests, 
researchers know that all the respondents are reacting to the same product, which can be 
prepared and monitored from the mall test kitchen. In addition to the ability to conduct tests 
requiring bulky equipment, lower cost and greater control make shopping mall intercept 
interviews popular. 

An on-site computer interview is a variation of the shopping mall intercept interview in 
which respondents complete a self-administered questionnaire displayed on a computer mon- 
itor. A computer software package can be used to conduct such interviews in shopping malls. 
After a brief lesson on how to operate the software, respondents proceed through the survey 
at their own pace. Questionnaires can be adapted so that respondents see only those items 
(usually a subset of an entire scale) that may provide useful information about their attitudes. 
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QUESTIONNAIRE CONSTRUCTION A carefully constructed questionnaire is essential to the 
success of any survey. Questions must be clear, easy to understand, and directed toward a spe- 
cific objective; that is, they must be designed to elicit information that meets the study's data 
requirements. Researchers need to define the objective before trying to develop a questionnaire 
because the objective determines the substance of the questions and the amount of detail. A 
common mistake in constructing questionnaires is to ask questions that interest the research- 
ers but do not yield information useful in deciding whether to accept or reject a hypothesis. 
Finally, the most important rule in composing questions is to maintain impartiality. 

The questions are usually of three kinds: open-ended, dichotomous, and multiple-choice. 


Open-Ended Question 
What is your opinion of British Petroleum (BP)? 


Dichotomous Question 
Do you plan to purchase gasoline from a BP service station within the next 12 months? 


Yes No 


Multiple-Choice Question 
What age group are you in? 
Under 20 

20-29 

30-39 

40-49 

50-59 


60 and over 


Problems may develop in the analysis of dichotomous or multiple-choice questions when 
responses for one outcome outnumber others. For example, a dichotomous question that 
asks respondents to choose between “buy” or “not buy” might require additional sampling 
from the disproportionately smaller group if there were not enough responses to analyze.”! 

Researchers must also be very careful about questions that a respondent might consider 
too personal or that might require an admission of activities that other people are likely to 
condemn. Questions of this type should be worded to make them less offensive. 


OBSERVATION METHODS In using observation methods, researchers record individuals’ overt 
behavior, taking note of physical conditions and events. Direct contact with them is avoided; 
instead, their actions are examined and noted systematically. For instance, researchers might 
use observation methods to answer the question, “How long does the average McDonald’s 
restaurant customer have to wait in line before being served?” Observation may include the use 
of ethnographic techniques, such as watching customers interact with a product in a real-world 
environment. 

After decades of using the same familiar red label, Campbell’s Soup used observa- 
tion methods to help develop an updated and eye-catching label. For years, researchers at 
Campbell’s observed and tested consumers’ reactions to the labels in order to determine what 
they find appealing. The end result is a label that preserves the familiar red coloring but that 
features steaming soup in updated bowls meant to trigger stronger emotional responses in 
consumers. A challenge for the company was to preserve the familiar look of the soup label 
while also making it more eye-catching and interesting to consumers who may feel over- 
whelmed by the large number of options on the shelves.** Observation may also be combined 
with interviews. For instance, during a personal interview, the condition of a respondent's 
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home or other possessions may be observed and recorded. The interviewer can also directly 
observe and confirm such demographic information as race, approximate age, and gender. 

Data gathered through observation can sometimes be biased if the subject is aware of the 
observation process. However, an observer can be placed in a natural market environment, 
such as a grocery store, without influencing shoppers’ actions. If the presence of a human 
observer is likely to bias the outcome or if human sensory abilities are inadequate, mechani- 
cal means may be used to record behavior. Mechanical observation devices include cameras, 
recorders, counting machines, scanners, and equipment that records physiological changes. A 
special camera can be used to record the eye movements of people as they look at an adver- 
tisement; the camera detects the sequence of reading and the parts of the advertisement that 
receive the greatest attention. The electronic scanners used in supermarkets are very useful 
in marketing research: they provide accurate data on sales and customers’ purchase patterns, 
and marketing researchers may buy such data from the supermarkets. 

Observation is straightforward and avoids a central problem of survey methods: moti- 
vating respondents to state their true feelings or opinions. However, observation tends to be 
descriptive. When it is the only method of data collection, it may not provide insights into 
causal relationships. Another drawback is that analyses based on observation are subject to 
the observer’s biases or the limitations of the mechanical device. 


INTERPRETING RESEARCH FINDINGS 


After collecting data to test their hypotheses, marketers need to interpret the research find- 
ings. Interpretation of the data is easier if marketers carefully plan their data analysis methods 
early in the research process. They should also allow for continual evaluation of the data 
during the entire collection period. Marketers can then gain valuable insights into areas that 
should be probed during the formal analysis. 

The first step in drawing conclusions from most research is to display the data in table 
format. If marketers intend to apply the results to individual categories of the things or peo- 
ple being studied, cross-tabulation may be useful, especially in tabulating joint occurrences. 
For example, using the two variables of gender and purchase rates of automobile tires, a 
cross-tabulation could show how men and women differ in purchasing automobile tires. 


Does Anyone Want a Green Luxury Car? 


uyers of luxury cars such as Ferrari, Porsche, BMW, and “extremely positive” reaction to a greener luxury vehicle. 

Cadillac have status and performance in mind. When In response, the company developed models with hybrid 

shopping for a new vehicle, they look closely at fea- electric-gas motors for lower emissions and higher fuel 
tures, styling, engine power, and interior details. But do they efficiency. 


care about the environmental impact of their expensive cars? - Porsche has designed a plug-in hybrid version of its Spyder 


Upscale automakers have found, through research, that sports car (to be priced above $650,000). BMW is developing a 
their customers actually would welcome environmentally high-performance car with a plug-in hybrid engine, as well, at 
friendly luxury cars. For example, Ferrari's marketing vice a lower price (about $140,000). And Cadillac's Escalade Hybrid 
president says that although customers put high per- SUV ($73,000 and up) is another luxury vehicle that’s easy on 


formance at the top of their shopping list, they have an the environment.° 


Interpreting Research 
Findings 

Qualtrics assists firms with data 
collection and analysis. 
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After the data are tabulated, they must be analyzed. Statistical interpretation focuses on 
what is typical and what deviates from the average. It indicates how widely responses vary and 
how they are distributed in relation to the variable being measured. When marketers interpret 
statistics, they must take into account estimates of expected error or deviation from the true val- 
ues of the population. The analysis of data may lead researchers to accept or reject the hypothesis 
being studied. Data require careful interpretation by the marketer. If the results of a study are 
valid, the decision maker should take action; if a question has been incorrectly or poorly worded, 
however, the results may produce poor decisions. Consider the research conducted for a food 
marketer that asked respondents to rate a product on criteria such as “hearty flavor,” as well as 
how important each criterion was to the respondent. Although such results may have had utility 
for advertising purposes, they are less helpful in product development because it is not possible 
to discern each respondent's meaning of the phrase “hearty flavor.” Managers must understand 
the research results and relate them to a context that permits effective decision making. 


REPORTING RESEARCH FINDINGS 


The final step in the marketing research process is to report the research findings. Before 
preparing the report, the marketer must take a clear, objective look at the findings to see 
how well the gathered facts answer the research question or support or negate the initial 
hypotheses. In most cases, it is extremely doubtful that the study can provide everything 
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needed to answer the research question. Thus, the researcher must point out the deficiencies 
in the research and their causes in the report. Research should be meaningful to all partici- 
pants, especially top managers who develop strategy. Therefore, researchers must try to make 
certain that their findings are relevant and not just interesting. Research is not useful unless 
it supports the organization's overall strategy objectives. The more knowledge researchers 
have about the opportunities and challenges facing an organization, the more meaningful 
their research report will be. If an outside research agency conducts research, it is even more 
important to understand the client’s business. After conducting research, a research report is 
the next step. Those responsible for preparing the report must facilitate adjusting the find- 
ings to the environment, as elements change over time. Most importantly, the report should 
be helpful to marketers and managers on an ongoing basis.”’ 

The report of research results is usually a formal, written document. Researchers must 
allow time for the writing task when they plan and schedule the project. Because the report 
is a means of communicating with the decision makers who will use the research findings, 
researchers need to determine beforehand how much detail and supporting data to include. 
They should keep in mind that corporate executives prefer reports that are short, clear, 
and simply expressed. Researchers often give their summary and recommendations first, 
especially if decision makers do not have time to study how the results were obtained. A 
technical report allows its users to analyze data and interpret recommendations because it 
describes the research methods and procedures and the most important data gathered. Thus, 
researchers must recognize the needs and expectations of the report user and adapt to them. 

Marketing researchers want to know about behavior and opinions, and they want accu- 
rate data to help them in making decisions. Careful wording of questions is very important 
because a biased or emotional word can dramatically change the results. Marketing research 
and marketing information systems can provide an organization with accurate and reliable 
customer feedback, which a marketer must have to understand the dynamics of the market- 
place. As managers recognize the benefits of marketing research, they assign it a much larger 
role in decision making. 


Nielsen Company Ofer Valuable Insights 
for Marketers - 


sone of the world’s largest global marketing research 

firms, the Nielsen Company focuses on marketing 

information; trade shows; and online, television, 
mobile, and other media measurements. Nielsen’s Consumer 
Buy segment collects information on consumer buying patterns 
through devices such as retail measurements and consumer 
panels. Nielsen’s most well-known device, its people meter, 
records participating households’ television viewing behavior. 
Such data are important for television stations and advertisers. 


As more consumers embrace digital technology, Nielsen 
is evolving as well. The company has created many online 


programs to measure user behavior through digital forums 
such as blogs and social media. The company has recently 
entered into a strategic alliance with MyWebGrocer to 
measure online supermarket sales. Nielsen believes it 

will be able to measure approximately 30 percent of all 
online supermarket sales in the country, making it an 
invaluable resource for companies in this industry. It also 
collects more than 20 million surveys each year related 

to marketing effectiveness. Nielsen's marketing research 
services provide valuable strategic insights for marketing 
decisions.‘ 
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Using Technology to Improve 
Marketing Information Gathering 
and Analysis 


Technology makes information for marketing decisions increasingly accessible. The ability of 
marketers to track customer buying behavior and to better discern what buyers want is chang- 
ing the nature of marketing. Customer relationship management is being enhanced by inte- 
grating data from all customer contacts and combining that information to improve customer 
retention. Information technology permits internal research and quick information gathering 
to help marketers better understand and satisfy customers. For instance, company responses 
to e-mail complaints—as well as to communications through mail, telephone, and personal 
contact—can be used to improve customer satisfaction, retention, and value. Armed with such 
information, marketers can fine-tune marketing mixes to satisfy their customers’ needs. 

The integration of telecommunications and computer technologies allows marketers to 
access a growing array of valuable information sources related to industry forecasts, business 
trends, and customer buying behavior. Electronic communication tools can be effectively 
used to gain accurate information with minimal customer interaction. Most marketing 
researchers have e-mail, voice mail, teleconferencing, and fax machines at their disposal. 
In fact, many firms use marketing information systems and CRM technologies to network 

all these technologies and organize all the marketing data 
available to them. In this section, we look at marketing 
Feslesceietiaeerh lant eae ap ORR ee information systems and specific technologies that are 


helping marketing researchers obtain and manage market- 
ing research data. 


MARKETING INFORMATION 
SYSTEMS 


A marketing information system (MIS) is a framework 
for the day-to-day management and structuring of infor- 
mation gathered regularly from sources both inside and 
outside the organization. As such, an MIS provides a 
continuous flow of information about prices, advertising 
expenditures, sales, competition, and distribution expenses. 
Anheuser-Busch, for example, uses a system called BudNet 
that compiles information about past sales at individual 
stores, the company’s inventory, their competitors’ displays 
and prices, and a host of other information collected by 
distributors’ sales representatives on handheld computers. 
BudNet allows managers to respond quickly to changes in 
competitors’ strategies with an appropriate promotional 
message, package, display, or discount.” This is important 
information for Budweiser in an increasingly competitive 


What if you could increase revenue by 66% 
using your data to make confident, fact-based decisions? 


You can. SAS gives you The Power to Know.” 


SAS Business Analytics software helps organizations across every industry 
discover innovative ways to increase profits, reduce risk, predict trends, 
and turn information assets into true competitive advantage. 


>> www.sas.com/decisions ¢ 
for a free research paper le And (ies 


market where consumers’ taste for beer appears to be on 
the decline. The main focus of the MIS is on data stor- 


© 2010 SAS Institute Inc. All rights reserved. Reproduced with permission of SAS Institute Inc. 


Using Technology age and retrieval, as well as on computer capabilities and 
SAS helps companies increase their profits through innovative management's information requirements. Regular reports 
analytic software. of sales by product or market categories, data on inventory 


levels, and records of salespeople’s activities are examples 
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of information that is useful in making decisions. In the MIS, the means of gathering data 
receive less attention than do the procedures for expediting the flow of information. 

An effective MIS starts by determining the objective of the information—that is, by identi- 
fying decision needs that require certain information. The firm can then specify an information 
system for continuous monitoring to provide regular, pertinent information on both the external 
and internal environment. FedEx, for example, has interactive marketing systems that provide 
instantaneous communication between the company and customers. Customers can track their 
packages and receive immediate feedback concerning delivery via the Internet. The company’s 
website provides information about customer usage and allows customers to convey what they 
think about company services. The evolving telecommunications and computer technologies 
allow marketers to use information systems to cultivate one-to-one relationships with customers. 


DATABASES 


Most marketing information systems include internal databases. A database is a collection 
of information arranged for easy access and retrieval. Databases allow marketers to tap into 
an abundance of information useful in making marketing decisions: internal sales reports, 
newspaper articles, company news releases, government economic reports, bibliographies, 
and more, often accessed through a computer system. Information technology has made it 
possible to develop databases to guide strategic planning and help improve customer ser- 
vices. Customer relationship management (CRM) employs database marketing techniques 
to identify different types of customers and develop specific strategies for interacting with 
each customer. CRM incorporates these three elements: 


1. Identifying and building a database of current and potential consumers, including a wide 
range of demographic, lifestyle, and purchase information. 


2. Delivering differential messages according to each consumer's preferences and characteris- 
tics through established and new media channels. 


3. Tracking customer relationships to monitor the costs of retaining individual customers 
and the lifetime value of their purchases.” 


Many commercial websites require consumers to register and provide personal informa- 
tion to access the site or to make a purchase. Frequent-flyer programs permit airlines to ask 
loyal customers to participate in surveys about their needs and desires and to track their best 
customers’ flight patterns by time of day, week, month, and year. Also, supermarkets gain a 
significant amount of data through checkout scanners tied to store discount cards. 

Marketing researchers can also use databases, such as LexisNexis, to obtain useful infor- 
mation for marketing decisions. Many commercial databases are accessible online for a fee. 
Sometimes, they can be obtained in printed form or on computer compact discs. With most 
commercial databases, the user typically conducts a computer search by keyword, topic, or 
company, and the database service generates abstracts, articles, or reports that can then be 
printed out. Accessing multiple reports or a complete article may cost extra. 

Information provided by a single firm on household demographics, purchases, television 
viewing behavior, and responses to promotions such as coupons and free samples is called 
single-source data. For example, Behavior Scan, offered by Information Resources Inc., 
screens markets with populations between 75,000 and 200,000.*° This single-source 
information service monitors consumer household televisions and records the programs and 
commercials watched. When buyers from these households shop in stores equipped with 
scanning registers, they present Hotline cards (similar to credit cards) to cashiers. This enables 
each customer's identification to be electronically coded so the firm can track each product 
purchased and store the information in a database. It is important to gather longitudinal 
(long-term) information on customers to maximize the usefulness of single-source data. 
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MARKETING DECISION SUPPORT SYSTEMS 


A marketing decision support system (MDSS) is customized computer software that aids 
marketing managers in decision making by helping them anticipate the effects of certain 
decisions. Some decision support systems have a broader range and offer greater computa- 
tional and modeling capabilities than spreadsheets; they let managers explore a greater num- 
ber of alternatives. For instance, an MDSS can determine how sales and profits might be 
affected by higher or lower interest rates or how sales forecasts, advertising expenditures, 
production levels, and the like might affect overall profits. For this reason, MDSS software is 
often a major component of a company’s marketing information system. Some decision sup- 


port systems incorporate artificial intelligence and other advanced computer technologies. 


Issues in Marketing Research 


RESEARCH 


Marketing Debate 


Privacy: Where Do You Draw 
the Line Online? 


ISSUE: Can online targeting go too far? 


When consumers do an online search or download a digital 
coupon, marketers can follow their electronic movements. 
The purpose is to better target communications and tailor 
offers to customers’ needs and interests. 


However, consumers are not always aware of what 
information is being gathered and how it will be used. 
“Imagine that you were walking through a shopping 
mall, and there was someone that was walking behind 
you... taking notes on everywhere you went,’ says the 
head of the Federal Trade Commission. Moreover, the 
data would be available “to every shop or anyone who 
was interested, for a small fee.” 


Privacy advocates also worry about identity theft and 
whether marketers might restrict access to products 
based on consumers’ online behavior. As experts debate 
the limits of online privacy, regulators are formulating 
new protections, and industry groups are developing new 
ways for consumers to opt out of tracking if they choose.’ 


THE IMPORTANCE OF ETHICAL MARKETING 


Marketing managers and other professionals are relying more and more on marketing 
research, marketing information systems, and new technologies to make better decisions. 


Therefore, it is essential that professional standards be estab- 
lished by which to judge the reliability of marketing research. 
Such standards are necessary because of the ethical and legal 
issues that develop in gathering marketing research data. In 
the area of online interaction, for example, consumers remain 
wary of how the personal information collected by marketers 
will be used, especially whether it will be sold to third par- 
ties. In addition, the relationships between research suppliers, 
such as marketing research agencies, and the marketing man- 
agers who make strategy decisions require ethical behavior. 
Organizations such as the Marketing Research Association 
have developed codes of conduct and guidelines to promote 
ethical marketing research. To be effective, such guidelines 
must instruct marketing researchers on how to avoid miscon- 
duct. Table 4.5 recommends explicit steps interviewers should 
follow when introducing a questionnaire. 


INTERNATIONAL ISSUES IN 
MARKETING RESEARCH 


As we shall see in Chapter 9, sociocultural, economic, 
political, legal, and technological forces vary in different 
regions of the world. These variations create challenges 
for the organizations that are attempting to understand 
foreign customers through marketing research. The mar- 
keting research process we describe in this chapter is used 
globally, but to ensure the research is valid and reliable, 
data-gathering methods may have to be modified to allow 
for regional differences. To make certain that global and 
regional differences are satisfactorily addressed, many 
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TABLE 4.5 Guidelines for QuestionnaireIntroduction 


- Allow interviewers to introduce themselves by name. 


- State the name of the research company. 


+ Indicate that this questionnaire is a marketing research project. 
- Explain that no sales will be involved. 


- Note the general topic of discussion (if this is a problem in a“blind” study, a statement such as “consumer opinion’ is 
acceptable). 


+ State the likely duration of the interview. 
- Assure the anonymity of the respondent and the confidentiality of all answers. 


- State the honorarium, if applicable (for many business-to-business and medical studies, this is done up-front for both 
qualitative and quantitative studies). 


+ Reassure the respondent with a statement such as, “There are no right or wrong answers, so please give thoughtful and 
honest answers to each question” (recommended by many clients). 


Source: Reprinted with the permission of The Marketing Research Association, P.O. Box 230, Rocky Hill, CT 06067-0230, (860) 257-4008. 


companies retain a research firm with experience in the country of interest. Most of the 
largest marketing research firms derive a significant share of their revenues from research 
conducted outside the United States. As Table 4.6 indicates, the Nielsen Company, the 
largest marketing research firm in the world, received nearly half of its revenues from 
outside the United States.’ 

Experts recommend a two-pronged approach to international marketing research. The 
first phase involves a detailed search for and analysis of secondary data to gain a greater 
understanding of a particular marketing environment and to pinpoint issues that must be 
taken into account in gathering primary research data. Secondary data can be particularly 


y 


TABLE 4.6 Top U.S. Marketing ResearchFirms eee 


Global Revenues (in Millions Percent of Revenues from 


Rank Company of U.S. Dollars) Outside the United States 
z 


Source: “Top 50 U.S. Market Research Organizations,’ Marketing News, June 30, 2011, p. 17. 
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When it comes to finding out what really goes on behind the Asian 
facade, let Asia Insight tell you the real story. 

Whether it's unraveling the future trends in Asia, or putting good 
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the Asian consumer, and inspire you with world class research. 
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Issues in International Research 

Asia Insight helps other organizations understand the environmental 
forces, such as sociocultural differences, that might introduce 
challenges when attempting to research foreign customers. 
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helpful in building a general understanding of the mar- 
ket, including economic, legal, cultural, and demographic 
issues, as well as in assessing the risks of doing business 
in that market and in forecasting demand. Marketing 
researchers often begin by studying country trade reports 
from the U.S. Department of Commerce, as well as 
country-specific information from local sources, such as 
a country’s website, and trade and general business publi- 
cations such as The Wall Street Journal. Vhese sources can 
offer insights into the marketing environment in a par- 
ticular country and can even indicate untapped market 
opportunities abroad. 

The second phase involves field research using many 
of the methods described earlier, including focus groups 
and telephone surveys, to refine a firm’s understanding 
of specific customer needs and preferences. Specific dif- 
ferences among countries can have a profound influence 
on data gathering. For instance, in-home (door-to-door) 
interviews are illegal in some countries. In develop- 
ing countries, few people have land-line telephones, as 
many opt for cell phones, making telephone surveys 
less practical and less representative of the total popula- 
tion. Primary data gathering may have a greater chance 
of success if the firm employs local researchers who bet- 
ter understand how to approach potential respondents 
and can do so in their own languages.** Regardless of the 
specific methods used to gather primary data, whether 
in the United States or abroad, the goal is to recognize 
the needs of specific target markets to craft the best mar- 
keting strategy to satisfy the needs of customers in each 
market, as we will see in the next chapter. 


© Russell Kord/Alamy 


CHAPTER REVIEW 


Define marketing research and understand its 
importance. 


Marketing research is the systematic design, collec- 
tion, interpretation, and reporting of information 
to help marketers solve specific marketing prob- 
lems or take advantage of marketing opportuni- 
ties. Marketing research can help a firm to better 
understand market opportunities, ascertain the 
potential for success for new products, and deter- 
mine the feasibility of a particular marketing strat- 
egy. The value of marketing research is measured 
by improvements in a marketer’s ability to make 
decisions. 


Describe the basic steps in conducting 
marketing research. 


To maintain the control needed to obtain accu- 
rate information, marketers approach marketing 
research as a process with logical steps: (1) locating 
and defining problems or issues, (2) designing the 
research project, (3) collecting data, (4) interpret- 
ing research findings, and (5) reporting research 


findings. 


Explore the fundamental methods of 
gathering data for marketing research. 


The first step in launching a research study, the 
problem or issue definition, focuses on uncover- 
ing the nature and boundaries of a situation or 
question related to marketing strategy or imple- 
mentation. When a firm discovers a market 
opportunity, it may need to conduct research 
to understand the situation more precisely so it 
can craft an appropriate marketing strategy. In 
the second step, marketing researchers design a 
research project to obtain the information needed 
to address it. This step requires formulating a 
hypothesis and determining what type of research 
to employ to test the hypothesis so the results are 
reliable and valid. A hypothesis is an informed 
guess or assumption about a problem or set of 
circumstances. Marketers conduct exploratory 
research when they need more information about 
a problem or want to make a tentative hypoth- 
esis more specific; they use conclusive research to 
verify insights through an objective procedure. 
Research is considered reliable if it produces 
almost identical results in repeated trials; it is valid 
if it measures what it is supposed to measure. 
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For the third step of the research process, collect- 
ing data, two types of data are available. Primary 
data are observed and recorded or collected directly 
from respondents; secondary data are compiled 
inside or outside the organization for some purpose 
other than the current investigation. Sources of sec- 
ondary data include an organization’s own database 
and other internal sources, periodicals, government 
publications, unpublished sources, and online 
databases. Methods of collecting primary data 
include sampling, surveys, observation, and experi- 
mentation. Sampling involves selecting representa- 
tive units from a total population. In probability 
sampling, every element in the population being 
studied has a known chance of being selected for 
study. Nonprobability sampling is more subjective 
than probability sampling because there is no way 
to calculate the likelihood that a specific element 
of the population being studied will be chosen. 
Marketing researchers employ sampling to collect 
primary data through mail, telephone, online, or 
personal interview surveys. A carefully constructed 
questionnaire is essential to the success of any 
survey. In using observation methods, researchers 
record respondents’ overt behavior and take note of 
physical conditions and events. In an experiment, 
marketing researchers attempt to maintain certain 
variables while measuring the effects of experimen- 
tal variables. 


To apply research data to decision making, marketers 
must interpret and report their findings properly— 
the final two steps in the marketing research process. 
Statistical interpretation focuses on what is typical 
or what deviates from the average. After interpreting 
the research findings, the researchers must prepare a 
report on the findings that the decision makers can 
understand and use. Researchers must also take care 
to avoid bias and distortion. 


Describe the nature and role of tools such as 
databases, decision support systems, and the 
Internet in marketing decision making. 


Many firms use computer technology to create a 
marketing information system (MIS), a framework 
for managing and structuring information gath- 
ered regularly from sources both inside and out- 
side the organization. A database is a collection of 
information arranged for easy access and retrieval. 
A marketing decision support system (MDSS) is 
customized computer software that aids marketing 


113 


managers in decision making by helping them 
anticipate the effects of certain decisions. Online 
information services and the Internet also enable 
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¥ 


for conducting research are important goals of 
marketing research. Both domestic and interna- 
tional marketing use the same marketing research 


marketers to communicate with customers and 
obtain information. 


process, but international marketing may require 
modifying data-gathering methods to address 
regional differences. 
5 Identify key ethical and international 

considerations in marketing research. 


Eliminating unethical marketing research practices 
and establishing generally acceptable procedures 


ONLINE RESOURCES 


Please visit the student website at for quizzes and games that will help 


you prepare for exams and help achieve the grade you want. 
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ISSUES FOR DISCUSSION AND REVIEW 


. What is marketing research? Why is it important? 8. If a survey of all homes with listed telephone num- 
; : : bers is to be conducted, what sampling design 
. Describe the five steps in the marketing research : ae 3 5 
should be used: 
process. 
2 : é 9. Describe some marketing problems that could be 
. What is the difference between defining a research ; Pee ; 
‘ E solved through information gained from observation. 
problem and developing a hypothesis? 
: : 10. What is a marketing information system, and what 
. Describe the different types of approaches to mar- efhicety gt mat seay PS c y d 
; eid vide? 
keting research, and indicate when each should be P 
used. 11. Define a database. What is its purpose, and what 
‘ : does it include? 
. Where are data for marketing research obtained? 
Give examples of internal and external data. 12. How can marketers use online services and the 
: ; te Internet to obtain information for decision making? 
. What is the difference between probability sam- 8 
ling and nonprobability sampling? In what situ- 13. What role do ethics play in marketing research? 
i pling play g 
ation would random sampling be best? Stratified Why is it important that marketing researchers be 
sampling? Quota sampling? ethical? 
. Suggest some ways to encourage respondents to 14. How does marketing research in other countries 


cooperate in mail surveys. 


differ from marketing research in the United States? 


MARKETING APPLICATIONS 


1. After observing customers’ traffic patterns, Bashas’ 4. Suppose you are opening a health insurance bro- 


Markets repositioned the greeting card section in 
its stores, and card sales increased substantially. To 
increase sales for the following types of companies, 
what information might marketing researchers 
want to gather from customers? 

a. Furniture stores 

b. Gasoline outlets service stations 

c. Investment companies 


d. Medical clinics 


. When a company wants to conduct research, it 
must first identify a problem or possible opportu- 
nity to market its goods or services. Choose a com- 
pany in your city that you think might benefit from 
a research project. Develop a research question and 
outline a method to approach this question. Explain 
why you think the research question is relevant to 
the organization and why the particular methodol- 
ogy is suited to the question and the company. 


. Input for marketing information systems can come 
from internal or external sources. The Nielsen 
Company is the largest provider of single-source 
marketing research in the world. Identify two firms 
in your city that might benefit from internal sources 
and two that might benefit from external sources. 
Explain why these sources would be useful to these 
companies. Suggest the type of information each 
company should gather. 


kerage firm and want to market your services to 
small businesses with fewer than 50 employees. 
Determine which database for marketing informa- 
tion you will use in your marketing efforts, and 
explain why you will use it. 


ONLINE EXERCISE 


. 


ESOMAR, the European Society for Opinion and 
Marketing Research, was founded in 1948. It is a 
nonprofit association for marketing research profes- 
sionals. ES OMAR promotes the use of opinion and 
marketing research to improve marketing decisions 
in companies worldwide and works to protect per- 
sonal privacy in the research process. Visit the asso- 
ciation’s website at www.esomar.org. 

a. How can ESOMAR help marketing profession- 
als conduct research to guide marketing strategy? 

b. How can ESOMAR help marketers to protect 
the privacy of research subjects when conduct- 
ing marketing research in other countries? 

c. ESOMAR introduced the first professional code 
of conduct for marketing research professionals 
in 1948. The association continues to update the 
document to address new technology and other 
changes in the marketing environment. According 
to ESOMAR's code, what are the specific profes- 


sional responsibilities of marketing researchers? 


Decisions about which market opportunities to pur- 
sue, what customer needs to satisfy, and how to reach 
potential customers are not made in a vacuum. The 
information provided by marketing research activities 
is essential in developing both the strategic plan and the 
specific marketing mix. Focus on the following issues as 
you relate the concepts in this chapter to the develop- 
ment of your marketing plan. 


1. Define the nature and scope of the questions you 
must answer with regard to your market. Identify the 
types of information you will need about the market 
to answer those questions. For example, do you need 
to know about the buying habits, household income 
levels, or attitudes of potential customers? 


VIDEO CASE 


Understanding customers is the key to success at Ogden 
Publications. The Tulsa, Oklahoma—based company publishes 
magazines and books for people interested in self-sufficiency, 
sustainability, rural lifestyles, and farm memorabilia. Ogden 
publishes 10 magazines, including Mother Earth News, Utne 
Reader, and Natural Home. 


Ogden Publications uses extensive market research in order to 
keep its customers happy and continue to grow its audience. 
According to Bryan Welch, publisher and editorial director 

at Ogden Publications, “We have become really dedicated to 
constantly and persistently surveying the audiences to make 
sure that we understand what turns them on.’ The results of 
surveys are used to describe and analyze buying behavior and 
ever-changing customers’ needs and wants. Ogden uses the 
survey method when the nature of the problem or issue relates 
to relationships that can be translated into hypotheses that can 
be tested to see if these assumptions are correct. For example, 
decreased readership of magazines is associated with increased 
use of information technology within the target market (such as 
iPads, netbooks, and PDAs). 


“We like to try to find out various things from an editorial per- 
spective and advertising sales perspective that will help improve 
the content we are providing to our readers to make sure we are 
reaching the audience that our advertisers would like to reach,’ 


MARKETING RESEARCH AND SALES 
FORECASTING AT OGDEN PUBLICATIONS 
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DEVELOPING YOUR MARKETING PLAN 


2. Determine whether or not this information can be 
obtained from secondary sources. Visit the websites 
provided in Table 4.3 as possible resources for the 
secondary data. 


3. Using Table 4.4, choose the appropriate survey 
method(s) you would use to collect primary data 
for one of your information needs. What sam- 
pling method would you use? 


The information obtained from these questions should 
assist you in developing various aspects of your marketing 
plan found in the /nteractive Marketing Plan exercise at 
www.cengagebrain.com. 


says Cherilyn Olmstead, Ogden Publications’ circulation and mar- 
keting director. Ogden’s marketing team uses SurveyMonkey, an 
online survey system, to collect and store data from the many 
online surveys that Ogden presents to its readers. SurveyMonkey 
allows the marketing team to reduce its costs and increase its 
response rate. The system gives the marketing team more con- 
trol over its surveys. Olmstead says, “We determine what ques- 
tions we want to ask.” Online surveys allow for quicker collection 
of audience responses and can be inexpensive compared to 
other data collection methods. 


Ogden Publications also creates online companion websites 

for each of its magazines. In addition to offering customers 
additional resources, the online companions to the magazines 
also provide Ogden with valuable information about its read- 
ers. Once a customer visits the magazine's site, Ogden can track 
several activities, including the number of clicks on advertising 
links and how many minutes the customer spends on a particu- 
lar page. With a traditional magazine, Ogden Publications would 
have to wait several months to get reader and advertiser feed- 
back. With the companion sites, it can see if it needs to change 
its content and make adjustments to future editions of the print 
and web products. Internal primary data collection through the 
companion websites allows Ogden to further customize online 
content to better meet readers’ needs. 
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“One thing we do differently here than people do in most 
businesses is that we don’t budget, we forecast,’ says Welch. 
Olmstead and her team use information from past years and 
the reception from various new marketing projects to forecast 
future sales, both at the subscription and newsstand level and 
with advertisers. However, the forecasts often serve as general 
guidelines for Ogden Publications. “I will tell you, without a 
shadow of a doubt, that the five-year forecast is accurate six 
months out. Beyond that, it is wildly inaccurate,” says Welch. 
“The reason you do it is because it is a strategic tool. It makes 
everyone think about what we will need to do to be successful 
in five years.” Forecasting represents a critical stage in strategic 
planning that attempts to understand external and internal 
forces and their impact on sales over time. When interpreting 
statistical information such as forecasts, it is important to reflect 
on any changes that affect the assumptions of the forecast. 


Ogden’s readership continues to grow, thanks to the increased 
interest in sustainable lifestyles. Market research helps the 
company to tailor the magazine to readers’ evolving desires. 
Welch says, “Our knowledge of how effective our medium is 

is extremely powerful today.’ Without marketing research, 
companies would struggle to determine changing market and 
consumer needs.”’ 


QUESTIONS FOR DISCUSSION 


1... Why is marketing research an important marketing activity 
for Ogden Publications? 


What types of market research (exploratory, conclusive, 
descriptive, and experimental) does Ogden Publications 
conduct? 


Why does Ogden Publications create long-term forecasts if 
they often become inaccurate after six months? 


Target 
Market 
Segmentation 

and 
Evaluation 


OB JECLLV.ES : 


Learn about markets. 


Understand the 
differences among general 
targeting strategies. 


Become familiar with 
the major segmentation 
variables. 


Know what segment 
profiles are and how they 
are used. 


Understand how to 
evaluate market segments. 


Identify the factors that 

influence the selection of 
specific market segments 
for use as target markets. 


Become familiar with sales 
forecasting methods. 


Trek Bicycle Targets Serious Cyclists 


Trek Bicycle, founded in 1976, gets a marketing boost whenever Lance 
Armstrong and other pros speed off on their Trek bikes. Based in Waterloo, 
Wisconsin, Trek is North America’s largest bicycle manufacturer, with more 
than $600 million in annual sales. Knowing it can’t do everything for all 
cyclists, Trek focuses on satisfying the needs of serious cyclists who seek 
top-quality, high-performance bicycles for athletic training and competition, 
recreation, or commuting. 

For example, Trek has found that the lifestyles and behavior of consum- 
ers who like mountain biking are distinctly different from those of consumers 
who ride in the city. Even among mountain bikers, some consumers prefer to 
feel the rough terrain under their wheels, while others want a smoother ride. 
Similarly, some urban riders are interested in style, while others care about a 
bike’s environmental impact. Professional athletes want the very best perfor- 
mance, whether they're competing in a fast-paced triathlon or the grueling 
Tour de France. 

Targeting the segments it can satisfy most effectively, Trek offers two 
lines of mountain bikes, “hardtails” for feeling the ride and “full-suspension” 
for comfort. For urban riders, it markets seven models of pedal-power bikes 
and five equipped with electric motors. For consumers who wheel around on 
bike paths or along city streets, Trek offers a wide variety of options, includ- 
ing one tandem model. Because one size does not fit all cyclists, Trek also 
designs bikes specifically for women. In addition, customers can design and 
equip their own bikes online using Trek's Project One configuration tool. 
Where will targeting take Trek next?’ 
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| he most organizations that are trying to compete effectively, Trek Bicycle has identified 
specific customer groups toward which it will direct its marketing efforts. Any organiza- 
tion that wants to succeed must identify its customers and develop and maintain marketing 
mixes that satisfy the needs of those customers. 

In this chapter, we explore markets and market segmentation. Initially, we define the 
term market and discuss the major requirements of a market. Then we examine the steps in 
the target market selection process, including identifying the appropriate targeting strategy, 
determining which variables to use for segmenting consumer and business markets, devel- 
oping market segment profiles, evaluating relevant market segments, and selecting target 
markets. Finally, we discuss various methods for developing sales forecasts. 


What Are Markets? 


In Chapter 2, we defined a market as a group of people who, as individuals or as organiza- 
tions, have needs for products in a product class and have the ability, willingness, and author- 
ity to purchase such products. Students, for example, are part of the market for textbooks, 
as well as for computers, clothes, food, music, and other products. Individuals can have the 
desire, the buying power, and the willingness to purchase certain products, but may not have 
the authority to do so. For example, teenagers may have the desire, the money, and the will- 
ingness to buy liquor, but a liquor producer does not consider them a market because teenag- 
ers are prohibited by law from buying alcoholic beverages. Thus, a group of people that lacks 
any one of the four requirements does not constitute a market. 

Markets fall into one of two categories: consumer markets and business markets. These 
categories are based on the characteristics of the individuals and groups that make up a spe- 
cific market and the purposes for which they buy products. A consumer market consists of 
purchasers and household members who intend to consume or benefit from the purchased 
products and do not buy products for the main purpose of making a profit. Consumer 
markets are sometimes also referred to as business-to-consumer (B2C) markets. Each of us 
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belongs to numerous consumer markets. The millions of individuals with the ability, willing- 
ness, and authority to buy make up a multitude of consumer markets for products such as 
housing, food, clothing, vehicles, personal services, appliances, furniture, recreational equip- 
ment, and so on, as we shall see in Chapter 6. 

A business market consists of individuals or groups that purchase a specific kind of 
product for one of three purposes: resale, direct use in producing other products, or use in 
general daily operations. For instance, a lamp producer that buys electrical wire to use in the 
production of lamps is part of a business market for electrical wire. This same firm purchases 
dust mops to clean its office areas. Although the mops are not used in the direct produc- 
tion of lamps, they are used in the operations of the firm; thus, this manufacturer is part 
of a business market for dust mops. Business markets also may be called business-to-business 
(B2B), industrial, or organizational markets. They also can be classified into producer, reseller, 
government, and institutional markets, as we shall see in Chapter 7. 


Target Market Selection Process 


As indicated earlier, the first of two major components of developing a marketing strategy is 
to select a target market. Although marketers may employ several methods for target market 
selection, generally they use a five-step process. This process is shown in Figure 5.1, and we 
discuss it in the following sections. 


Step |: Identify the Appropriate 
Targeting Strategy 


A target market is a group of people or organizations for which a business creates and 
maintains a marketing mix specifically designed to satisfy the needs of group members. The 
strategy used to select a target market is affected by target market characteristics, product 
attributes, and the organization’s objectives and resources. Figure 5.2 illustrates the three 
basic targeting strategies: undifferentiated, concentrated, and differentiated. 


UNDIFFERENTIATED [ARGETING STRATEGY 


An organization sometimes defines an entire market for a particular product as its target mar- 
ket. When a company designs a single marketing mix and directs it at the entire market for 
a particular product, it is using an undifferentiated targeting strategy. As Figure 5.2 shows, 
the strategy assumes that all customers in the target market for a specific kind of product have 
similar needs, and thus the organization can satisfy most customers with a single marketing 
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mix. [his mix consists of one type of product with little or no variation, one price, one promo- 
tional program aimed at everybody, and one distribution system to reach most customers in 
the total market. Products marketed successfully through the undifferentiated strategy include 
commodities and staple food items, such as sugar and salt, and certain kinds of farm produce. 

The undifferentiated targeting strategy is effective under two conditions. First, a large 
proportion of customers in a total market must have similar needs for the product, a situ- 
ation termed a homogeneous market. A marketer using a single marketing mix for a total 
market of customers with a variety of needs would find that the marketing mix satisfies 
very few people. A “universal car” meant to suit everyone would fulfill very few customers’ 
needs for cars because it would not provide the specific combination of attributes sought by 
a particular person. Second, the organization must be able to develop and maintain a single 
marketing mix that satisfies customers’ needs. The company must be able to identify a set of 
needs common to most customers in a total market and have the resources and managerial 
skills to reach a sizable portion of that market. 

The reality is that although customers may have similar needs for a few products, for 
most products their needs decidedly differ. In such instances, a company should use a con- 
centrated or a differentiated strategy. 


CONCENTRATED [TARGETING STRATEGY 
THROUGH MARKET SEGMENTATION 


A market made up of individuals or organizations with diverse product needs is called a 
heterogeneous market. Not everyone wants the same type of car, furniture, or clothes. For 
example, some individuals want an economical car, whereas others desire a status symbol, 
and still others seek a roomy and comfortable or fuel-efficient vehicle. The automobile mar- 
ket thus is heterogeneous. 

For heterogeneous markets, market segmentation is appropriate. Market segmentation is 
the process of dividing a total market into groups, or segments, that consist of people or orga- 
nizations with relatively similar product needs. The purpose is to enable a marketer to design a 
marketing mix that more precisely matches the needs of customers in the selected market seg- 
ment. A market segment consists of individuals, groups, or organizations that share one or more 
similar characteristics that cause them to have relatively similar product needs. The automobile 
market is divided into many different market segments. Consider the Lexus 600h L, a luxury 
hybrid sedan with a base price of about $110,000. This car targets high-income individuals who 
are environmentally conscious. This is not a vehicle that is purchased by the masses.’ 

The main rationale for segmenting heterogeneous markets is that a company is better 
able to develop a satisfying marketing mix for a relatively small portion of a total market than 
to develop a mix that meets the needs of all people. Market segmentation is widely used. 
' Fast-food chains, soft-drink companies, magazine publishers, hospitals, and banks are just a 
few types of organizations that employ market segmentation. 

For market segmentation to succeed, five conditions must exist. First, customers’ needs 
for the product must be heterogeneous; otherwise, there is little reason to segment the market. 
Second, segments must be identifiable and divisible. The company must find a characteristic 
or variable for effectively separating individuals in a total market into groups containing people 
with relatively uniform needs for the product. Third, the total market should be divided so seg- 
ments can be compared with respect to estimated sales potential, costs, and profits. Fourth, at 
least one segment must have enough profit potential to justify developing and maintaining a 
special marketing mix for that segment. Finally, the company must be able to reach the chosen 
segment with a particular marketing mix. Some market segments may be difficult or impossible 
to reach because of legal, social, or distribution constraints. For instance, marketers of Cuban 
rum and cigars cannot market to U.S. consumers because of political and trade restrictions. 


CHAPTER 5: TARGET MARKET SEGMENTATION AND EVALUATION 


When an organization directs its marketing efforts toward a single market segment using 
one marketing mix, it is employing a concentrated targeting strategy. Porsche focuses on 
the luxury sports car segment and directs almost all of its marketing efforts toward high- 
income individuals who want to own high-performance sports cars. Notice in Figure 5.2 that 
the organization that is using the concentrated strategy is aiming its marketing mix only at 
“B” customers. 

The chief advantage of the concentrated strategy is that it allows a firm to specialize. The 
firm analyzes the characteristics and needs of a distinct customer group and then focuses all its 
energies on satisfying that group’s needs. A firm may generate a large sales volume by reaching 
a single segment. Also, concentrating on a single segment permits a firm with limited resources 
to compete with larger organizations that may have overlooked smaller segments. 

Specialization, however, means that a company puts all its eggs in one basket, which can 
be hazardous. Ifa company’s sales depend on a single segment and the segment’s demand for 
the product declines, the company’s financial strength also deteriorates. Moreover, when a 
firm penetrates one segment and becomes well entrenched, its popularity may keep it from 
moving into other segments. For example, it is very unlikely that Mont Blanc could or would 
want to compete with Bic in the low-end, disposable-pen market segment. 


DIFFERENTIATED [ARGETING STRATEGY 
THROUGH MARKET SEGMENTATION 


With a differentiated targeting strategy, an organization directs its marketing efforts at 
two or more segments by developing a marketing mix for each segment (refer to Figure 5.2). 
After a firm uses a concentrated strategy successfully in one market segment, it sometimes 
expands its efforts to include additional segments. For instance, Dove has traditionally been 
aimed at one segment: women. However, the company now also markets care and cleansing 
products to men, including face washes, soap, and a dual-sided shower tool.’ 
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A market segmentation strategy 
in which an organization targets 
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one marketing mix 
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more segments by developing a 
marketing mix for each segment 
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Marketing mixes for a differentiated strategy may vary as to product features, distribu- 
tion methods, promotion methods, and prices. A firm may increase sales in the aggregate 
market through a differentiated strategy because its marketing mixes are aimed at more 
people. For example, Victoria’s Secret has a variety of lingerie collections in its stores, but 
one collection has seen a huge success with the younger target market: PINK. The line 
was doing so well, Victoria’s Secret gave the collection its own stores, which opened in the 
United States and Canada.* A company with excess production capacity may find a dif- 
ferentiated strategy advantageous because the sale of products to additional segments may 
absorb excess capacity. On the other hand, a differentiated strategy often demands more 
production processes, materials, and people. Thus, production costs may be higher than 
with a concentrated strategy. 


Step 2: Determine Which 
Segmentation Variables to Use 


Segmentation variables are the characteristics of individuals, groups, or organizations 
used to divide a market into segments. For instance, location, age, gender, and rate of 
product usage can all be bases for segmenting markets. Most marketers use several vari- 
ables in combination. NutriSystem Silver, for example, is a weight loss program just 


for men (gender) over the age of 60 (age), and it is targeted through advertisements 
that use older sports celebrities, such as ex-NFL coach 
Don Shula, who have had success using the program.’ 
To select a segmentation variable, several factors are 
considered. The segmentation variable should relate to 
customers’ needs for, uses of, or behavior toward the 
product. Television marketers might segment the tele- 
vision market based on income and age but not on 
religion because people’s television needs do not differ 
due to religion. Furthermore, if individuals or organiza- 
tions in a total market are to be classified accurately, 
the segmentation variable must be measurable. Age, 
location, and gender are measurable because such infor- 
mation can be obtained through observation or ques- 
tioning. In contrast, segmenting a market on the basis 
of, say, intelligence is extremely difficult because this 
menos - attribute is harder to measure accurately. 
NNO A company’s resources and capabilities affect the 
The All-New Nissan QUEST number and size of segment variables used. The type of 
product and degree of variation in customers’ needs also 
dictate the number and size of segments targeted. In short, 
One-touch entry; fold-flat seats with permanent storage and even an air scrubber? there is tO best way se gl aN! markets. 
Nissan QUEST. Innovation forall. Choosing one or more segmentation variables is a 
i critical step in targeting a market. Selecting an inap- 
propriate variable limits the chances of developing 
a successful marketing strategy. To help you better 
understand potential segmentation variables, we next 
examine the major types of variables used to segment 
consumer markets and the types used to segment busi- 
ness markets. 
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Segmentation Based on Fami y Life Cycle 
Nissan targets families with children. 
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Segmentation Variables for Consumer Markets. 
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VARIABLES FOR SEGMENTING CONSUMER MARKETS 


A marketer that is using segmentation to reach a consumer market can choose one or sev- 
eral variables from an assortment of possibilities. As Figure 5.3 shows, segmentation vari- 
ables can be grouped into four categories: demographic, geographic, psychographic, and 
behavioristic. 


Demographic Variables 


Demographers study aggregate population characteristics such as the distribution of age 
and gender, fertility rates, migration patterns, and mortality rates. Demographic character- 
istics that marketers commonly use in segmenting markets include age, gender, race, ethnic- 
ity, income, education, occupation, family size, family life cycle, religion, and social class. 
Marketers rely on these demographic characteristics because they are often closely linked to 
customers’ needs and purchasing behaviors and can be readily measured. Like demographers, 
a few marketers even use mortality rates. Service Corporation International (SCI), the larg- 
est U.S. funeral services company, attempts to locate its facilities in higher-income suburban 
areas with high mortality rates. SCI operates more than 1,700 funeral service locations, cem- 
eteries, and crematoriums.° 

Age is a commonly used variable for segmentation purposes. A trip to the shopping mall 
highlights the fact that many retailers, including Abercrombie & Fitch, Aeropostale, and 
American Eagle Outfitters, target teens and very young adults. Some of these retailers are 
now looking to create new marketing mixes for their customers as they age by opening new 
concept stores with new brand names. Several clothing companies, for example, created new 
brands for their own stores to provide more mature clothing options to aging Generation Y 
customers (born between 1980 and 1996). Marketers need to be aware of age distribution 
and how that distribution is changing. All age groups under 55 are expected to decrease by 
the year 2025, whereas all age categories 55 and older are expected to increase. In 1970, 
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FIGURE5.4 Spending Levels of Three Age Groups for Selected Product Categories 
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the average age of a U.S. citizen was 27.9; currently it is about 36.8.’ As Figure 5.4 shows, 
Americans 65 and older spend as much or more on food, housing, and health care compared 
to Americans in the two younger age groups. 

Many marketers recognize the purchase influence of children and are targeting more 
marketing efforts at them. Disney, for example, partnered with Asus to create the Disney 
Netpal, a netbook computer for children that is durable, has easy-to-use software, and allows 
parents to set time restrictions and control their children’s online activity.’ As a group, parents 
of children ages 4 to 12 have annual incomes in excess of $40 billion. Numerous products are 
aimed specifically at children—toys, clothing, food and beverages, and entertainment such 
as movies and TV cable channels. In addition, children in this age group influence $670 bil- 
lion of parental spending yearly.’ In households with only one parent or those in which both 
parents work, children often take on additional responsibilities such as cooking, cleaning, 
and grocery shopping, and thus influence the types of products and brands these households 
purchase. 

Gender is another demographic variable that is commonly used to segment markets, 
including the markets for clothing, soft drinks, nonprescription medications, toiletries, mag- 
azines, and even cigarettes. The U.S. Census Bureau reports that girls and women account 
for 49.3 percent and boys and men for 50.7 percent of the total U.S. population.'° Some 
deodorant marketers use gender segmentation: Secret and Soft & Dri are targeted specifically 
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at women, whereas Degree and Old Spice are directed toward men. Food and beverage com- 
panies are paying close attention to women and have determined that all important food 
marketing trends are partially the result of women’s influence in the home.'! 

Marketers also use race and ethnicity as variables for segmenting markets for such prod- 
ucts as food, music, clothing, cosmetics, banking, and insurance. Mattel, for example, has 
designed Barbie to be a doll of many hobbies and professions. Mattel is making a greater 
effort to reach the multicultural market with its new line of dolls called So In Style, which 
are designed to have an African American appearance. These changes were made in hopes of 
reaching, relating to, and inspiring more young girls.” 

Because income strongly influences people’s product needs, it often provides a way to 
divide markets. Income affects people’s ability to buy and their desires for certain lifestyles. 
Product markets segmented by income include sporting goods, housing, furniture, cos- 
metics, clothing, jewelry, home appliances, automobiles, and electronics. Although many 
retailers choose to target higher-income consumers, some marketers are instead going after 
lower-income consumers. 

Among the factors that influence household income and product needs are marital status 
and the presence and age of children. These characteristics, often combined and called the 

family life cycle, affect needs for housing, appliances, food and beverages, automobiles, and 
recreational equipment. 

Marketers also use many other demographic variables. For instance, dictionary publishing 
companies segment markets by education level. Some insurance companies segment markets 
using occupation, targeting health insurance at college students and young workers with 
employers that do not provide health coverage. Family life cycles can be broken down in various 
ways. Figure 5.5 shows a breakdown into nine categories. The composition of the U.S. house- 
hold in relation to the family life cycle has changed considerably over the last several decades. 

Single-parent families are on the rise, meaning that the “typical” family no longer con- 
sists of a married couple with children. Since 1970, the number of households headed by a 
single mother increased from 12 to 23 percent of total family households, and that number 
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Encouraging Green Behavior, 
One Community at a Time 


o matter where you live, chances are your community 

has been or will be part of a geographic segment 

encouraged to behave in an environmentally friendly 
way. Cincinnati, for example, has partnered with a company 
called RecycleBank to reward residents for doing more to 
recycle. The city electronically tracks the amount of recyclables 
carted away and credits each home or small business with 
points that can be redeemed for gifts and gift cards. This 


Many programs encourage energy-efficient behavior. The 
nonprofit Project Porchlight has distributed free CFL bulbs in 
1,200 neighborhoods throughout North America to reduce 
electricity usage. The group’s research shows that 9 out of 
10 households have installed (or plan to install) the free bulb 
in place of a traditional light bulb. Another organization 
called Seattle City Light recently gave away free CFL bulbs 
and water-saving showerheads in a door-to-door campaign 


program thus saves landfill space and raises money by selling throughout the city.’ 


more recycled materials. 


grew from | to 3 percent for families headed by a single father. Another factor that influences 
the family life cycle is that the increase in median marrying age for women has increased 
from 20.8 to 25.9 years since 1970, while for men it increased from 23.2 to 28.1 years. 
Additionally, the proportion of women ages 20 to 24 who have never been married has more 
than doubled over this time, and for women ages 30 to 34 this number has nearly tripled. 
Other important changes in the family life cycle include the rise in the number of people 
living alone and the number of unmarried couples living together.'? Tracking these changes 
helps marketers satisfy the needs of particular target markets through new marketing mixes. 


Geographic Variables 


Geographic variables—climate, terrain, city size, population density, and urban/rural areas— 
also influence consumer product needs. Markets may be divided into regions because one 
or more geographic variables can cause customers to differ from one region to another. 
Consumers in the South, for instance, rarely have need for snow tires. A company that sells 
products to a national market might divide the United States into the following regions: 
Pacific, Southwest, Central, Midwest, Southeast, Middle Atlantic, and New England. A firm 
that is operating in one or several states might regionalize its market by counties, cities, zip 
code areas, or other units. 

City size can be an important segmentation variable. Some marketers focus efforts on 
cities of a certain size. Consider one franchised restaurant organization that will not locate in 
cities of fewer than 200,000 people. It concluded that a smaller population base would result 
in inadequate profits. Other firms actively seek opportunities in smaller towns. A classic 
example is Walmart, which initially was located only in small towns. 

Because cities often cut across political boundaries, the U.S. Census Bureau developed 
a system to classify metropolitan areas (any area with a city or urbanized area with a popula- 
tion of at least 50,000 and a total metropolitan population of at least 100,000). Metropolitan 
areas are categorized as one of the following: a metropolitan statistical area (MSA), a pri- 
mary metropolitan statistical area (PMSA), or a consolidated metropolitan statistical area 
(CMSA). An MSA is an urbanized area encircled by nonmetropolitan counties and is neither 
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socially nor economically dependent on any other metropolitan 
area. A metropolitan area within a complex of at least 1 mil- 
lion inhabitants can elect to be named a PMSA. A CMSA is 

a metropolitan area of at least 1 million that has two or more ‘as eg 
PMSAs. Of the 20 CMSAs, the five largest—New York, Los “ez ee | Sircemen neuer 
Angeles, Chicago, San Francisco, and Philadelphia—account . ee aaa 

for 20 percent of the U.S. population. The federal government 
provides a considerable amount of socioeconomic information 
about MSAs, PMSAs, and CMSAs that can aid in market analy- 
sis and segmentation. 

Market density refers to the number of potential custom- 
ers within a unit of land area, such as a square mile. Although 
market density relates generally to population density, the cor- 
relation is not exact. For example, in two different geographic 
markets of approximately equal size and population, market 
density for office supplies would be much higher in one area if 
it contained a much greater proportion of business customers 


(ie | 


than the other area. Market density may be a useful segmenta- 
tion variable because low-density markets often require different 
sales, advertising, and distribution activities than do high-den- 
sity markets. Sor 

A number of marketers are using geodemographic seg- "siete Drive one. 
mentation. Geodemographic segmentation clusters people in 33 
zip code areas and even smaller neighborhood units based on Geouraphic ble 
lifestyle and demographic information. These small, precisely SUVs appeal to people who live in cold weather climates. 
described population clusters help marketers isolate demo- 
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graphic units as small as neighborhoods where the demand for 

specific products is strongest. Information companies such as 

Donnelley Marketing Information Services, Claritas, and C.A.C.I. Inc. provide geodemo- 
graphic data services called Prospect Zone, PRIZM, and Acorn, respectively. PRIZM is based 
on a classification of the more than 500,000 U.S. neighborhoods into one of 66 cluster 
types, such as “shotguns and pickups,” “money and brains,” and “gray power.” 

Geodemographic segmentation allows marketers to engage in micromarketing. 
Micromarketing is the focusing of precise marketing efforts on very small geographic 
markets, such as community and even neighborhood markets. Providers of financial and 
health-care services, retailers, and consumer products companies use micromarketing. Special 
advertising campaigns, promotions, retail site location analyses, special pricing, and unique 
retail product offerings are a few examples of micromarketing facilitated through geodemo- 
graphic segmentation. Many retailers use micromarketing to determine the merchandise mix 
for individual stores. 

Climate is commonly used as a geographic segmentation variable because of its broad 
impact on people’s behavior and product needs. Product markets affected by climate include 
air-conditioning and heating equipment, fireplace accessories, clothing, gardening equip- 
ment, recreational products, and building materials. 


Psychographic Variables 


Marketers sometimes use psychographic variables, such as personality characteristics, motives, 

and lifestyles, to segment markets. A psychographic dimension can be used by itself to seg- 

ment a market or it can be combined with other types of segmentation variables. 
Personality characteristics can be useful for segmentation when a product resembles 


mi cron 


many competing products and consumers’ needs are not significantly related to other 
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segmentation variables. However, segmenting a market according to personality traits can 
be risky. Although marketing practitioners have long believed consumer choice and product 
use vary with personality, until recently marketing research had indicated only weak relation- 
ships. It is hard to measure personality traits accurately, especially because most personality 
tests were developed for clinical use, not for segmentation purposes. 

When appealing to a personality characteristic, a marketer almost always selects one 
that many people view positively. Individuals with this characteristic, as well as those who 
would like to have it, may be influenced to buy that marketer's brand. Marketers taking this 
approach do not worry about measuring how many people have the positively valued char- 
acteristic; they assume a sizable proportion of people in the target market either have it or 
want to have it. 

When motives are used to segment a market, the market is divided according to consum- 
ers reasons for making a purchase. Personal appearance, affiliation, status, safety, and health 
are examples of motives affecting the types of products purchased and the choice of stores in 
which they are bought. Marketing efforts based on health and fitness motives can be a point 
of competitive advantage. For instance, Denny’s recently expanded its menus to include new 
“light” options for health-conscious consumers. These options are referred to as “Better For 
You” choices and include egg whites, turkey bacon, chicken sausage, wheat pancakes, veggie 
burgers, and grilled fish. This expansion of its menus allows Denny’s to offer its customers 
more than 200 ways to dine for less than 550 calories." 

Lifestyle segmentation groups individuals according to how they spend their time, the 
importance of things in their surroundings (homes or jobs, for example), beliefs about 
themselves and broad issues, and some demographic characteristics, such as income and 
education.'” Lifestyle analysis provides a broad view of buyers because it encompasses 

numerous characteristics related to people’s activities (work, 
Cotler something othee thaw baggage fs and hovel bill hobbies, entertainment, sports), interests (family, home, fash- 
MEMORIES, PERHAPS. ion, food, technology), and opinions (politics, social issues, 


f _ y hatin oe, education, the future). 


fm Bit D> One of the most popular lifestyle frameworks is VALS™ 

es, cae ee s from Strategic Business Insights (SBI), a spin-out of SRI 
International. VALS classifies consumers based on psychologi- 

cal characteristics (personality characteristics) that are correlated 

ie Anld § AE 0 ATR with purchase behavior and key demographics. The VALS clas- 
Se eee ibu Geeloee os canes WDC WLLYOODISCOVER Go RVing sification questionnaire, which is used to determine a consum- 


ers’ VALS type, can be integrated into larger questionnaires to 
find out about consumers’ lifestyle choices. Figure 5.6 is an 
example of VALS data that shows the proportion of each VALS 
group that purchased a mountain bike, purchased golf clubs, 
owns a fishing rod, or goes hunting. VALS research is also used 
to create new products as well as to segment existing markets. 
VALS systems have been developed for the United States, Japan, 
the United Kingdom, Venezuela, and the Dominican Republic, 
and work on VALS in China has begun."° 


Behavioristic Variables 


Firms can divide a market according to some feature of consumer 
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aes behavior toward a product, commonly involving some aspect 
Lifestyle Segmentation of product use. For example, a market may be separated into 
Lifestyle segmentation is based on people's activities, users—classified as heavy, moderate, or light—and nonusers. 
interests, and opinions. To satisfy a specific group, such as heavy users, marketers may 


create a distinctive product, set special prices, or initiate special 
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Source: VALS™/GfK MRI Survey of the American Consumer, Strategic Business Insights (SBI), www.strategicbusinessinsights.com/VALS. Reprinted with permission. 


promotion and distribution activities. Per capita consumption data help identify different 


levels of usage. 

How customers use or apply products may also determine the method of segmentation. 
To satisfy customers who use a product in a certain way, some feature—say, packaging, size, 
texture, or color—may be designed precisely to make the product easier to use, safer, or more 


convenient. 

Benefit segmentation is the division of a market according to benefits that consumers 
want from the product. Although most types of market segmentation assume a relationship benefit segmentation 
between the variable and customers’ needs, benefit segmentation differs in that the benefits The division of a market 
customers seek are their product needs. Consider that a customer who purchases over-the- according to benefits that 
counter cold relief medication may be specifically interested in two benefits: stopping a runny consumers want from the 


sg ; Rae : roduct 
nose and relieving chest congestion. Thus, individuals are segmented directly according to 5 
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their needs. By determining the desired benefits, marketers may be able to divide people into 
groups seeking certain sets of benefits. The effectiveness of such segmentation depends on 
three conditions: (1) the benefits sought must be identifiable; (2) using these benefits, mar- 
keters must be able to divide people into recognizable segments; and (3) one or more of the 
resulting segments must be accessible to the firm’s marketing efforts. Both Timberland and 
Avia, for example, segment the foot apparel market based on benefits sought. 

As this discussion shows, consumer markets can be divided according to numerous char- 
acteristics. Business markets are segmented using different variables, as we will see in the 
following section. 


VARIABLES FOR SEGMENTING BusINESS MARKETS 


Like consumer markets, business markets are frequently segmented, often by multiple vari- 
ables in combination. Marketers segment business markets according to geographic location, 
type of organization, customer size, and product use. 


Geographic Location 


Earlier we noted that the demand for some consumer products can vary considerably among 
geographic areas because of differences in climate, terrain, customer preferences, and simi- 
lar factors. Demand for business products also varies according to geographic location. For 
instance, producers of certain types of lumber divide their markets geographically because 
their customers’ needs vary from region to region. Geographic segmentation may be espe- 
cially appropriate for reaching industries concentrated in cer- 
tain locations. Furniture and textile producers, for example, 
are concentrated in the Southeast. 


Type of Organization 


A company sometimes segments a market by types of organiza- 
tions within that market. Different types of organizations often 
require different product features, distribution systems, price 
structures, and selling strategies. Given these variations, a firm 
may either concentrate on a single segment with one market- 
ing mix (a concentration targeting strategy) or focus on several 
groups with multiple mixes (a differentiated targeting strategy). 
A carpet producer, for example, could segment potential cus- 
tomers into several groups, such as automobile makers, com- 
mercial carpet contractors (firms that carpet large commercial 
buildings), apartment complex developers, carpet wholesalers, 
and large retail carpet outlets. 


Customer Size 


An organization’s size may affect its purchasing procedures 
and the types and quantities of products it wants. Size can 
thus be an effective variable for segmenting a business market. 
To reach a segment of a particular size, marketers may have to 
adjust one or more marketing mix components. For example, 
customers who buy in extremely large quantities are some- 
times offered discounts. In addition, marketers often must 
expand personal selling efforts to serve large organizational 
buyers properly. Because the needs of large and small buyers 
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tend to be quite distinct, marketers frequently use different marketing practices to reach vari- 
ous Customer groups. 


Product Use 


Certain products, especially basic raw materials like steel, petroleum, plastics, and lumber, 
are used in numerous ways. How a company uses products affects the types and amounts of 
products purchased, as well as the purchasing method. Consider computers, which are used 
for engineering purposes, basic scientific research, and business operations such as word pro- 
cessing, accounting, and telecommunications. A computer maker, therefore, may segment 
the computer market by types of use because organizations’ needs for computer hardware 
and software depend on the purpose for which products are purchased. 


Step 3: Develop Market Segment 
Profiles 


A market segment profile describes the similarities among potential customers within a 
segment and explains the differences among people and organizations in different segments. 
A profile may cover such aspects as demographic characteristics, geographic factors, product 
benefits sought, lifestyles, brand preferences, and usage rates. Individuals and organizations 
within segments should be relatively similar with respect to several characteristics and prod- 
uct needs and differ considerably from those within other market segments. Marketers use 
market segment profiles to assess the degree to which their possible products can match or fit 
potential customers’ product needs. Market segment profiles help marketers understand how 
a business can use its capabilities to serve potential customer groups. 

The use of market segment profiles benefits marketers in several ways. Such profiles help 
a marketer determine which segment or segments are most attractive to the organization rela- 
tive to the firm’s strengths, weaknesses, objectives, and resources. Although marketers may 
initially believe certain segments are quite attractive, development of market segment profiles 


PepsiCo Tantalizes Taste Buds 
of Target Markets 


epsiCo, the world’s leading snack marketer, aims to this segment. It is also lightening up on fats and sugar and 

gobble up more market share through careful segmen- making nutrition labeling more prominent. “What we want 

tation and targeting. Among its pantry of brands, 19 to do with our ‘fun for you’ products is to make them the 
are already billion-dollar businesses, including Pepsi-Cola, Diet healthiest ‘fun for you’ products,” says the CEO. 


Pepsi, and Mountain Dew soft drinks, as well as Lay’s, Doritos, 


. In addition, PepsiCo segments its markets based on the flavor 
and Tostitos chips. 


ae preferences of each country’s customers. For example, when 
One global segment that PepsiCo’s marketers have identified catering to Russian palates, it offers Lay's chips flavored with 
is consumers interested in healthier eating. In response, red caviar. In China, its soft drinks feature herbs that local 
PepsiCo is now reducing the level of salt in many snacks for customers favor. What taste buds will PepsiCo target next? 
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may yield information that indicates the opposite. For the market segment or segments cho- 
sen by the organization, the information included in market segment profiles can be highly 
useful in making marketing decisions. 


Step 4: Evaluate Relevant Market 
Segments 


After analyzing the market segment profiles, a marketer is likely to identify several relevant mar- 
ket segments that require further analysis and eliminate certain segments from consideration. 
To further assess relevant market segments, several important factors, including sales estimates, 
competition, and estimated costs associated with each segment, should be analyzed. 


SALES ESTIMATES 


Potential sales for a market segment can be measured along several dimensions, including 
product level, geographic area, time, and level of competition.'’ With respect to product 
level, potential sales can be estimated for a specific product item (e.g., Diet Coke) or an 
entire product line (Coca-Cola Classic, Caffeine-Free Coke, Diet Coke, Caffeine-Free Diet 
Coke, Vanilla Coke, Diet Vanilla Coke, Cherry Coke, and Diet Cherry Coke comprise one 
product line). A manager must also determine the geographic area to include in the estimate. 
In relation to time, sales estimates can be short range (one year or less), medium range (one 
to five years), or long range (longer than five years). The competitive level specifies whether 
sales are being estimated for a single firm or for an entire industry. 

Market potential is the total amount of a product that customers will purchase within 
a specified period at a specific level of industrywide marketing activity. Market potential can 
be stated in terms of dollars or units. A segment’s market potential is affected by economic, 
sociocultural, and other environmental forces. Marketers must assume a certain general level 
of marketing effort in the industry when they estimate market potential. The specific level of 
marketing effort varies from one firm to another, but the sum of all firms’ marketing activi- 
ties equals industrywide marketing efforts. A marketing manager must also consider whether 
and to what extent industry marketing efforts will change. 

Company sales potential is the maximum percentage of market potential that an indi- 
vidual firm within an industry can expect to obtain for a specific product. Several factors influ- 
ence company sales potential for a market segment. First, the market potential places absolute 
limits on the size of the company’s sales potential. Second, the magnitude of industrywide 
marketing activities has an indirect but definite impact on the company’s sales potential. 
Those activities have a direct bearing on the size of the market potential. When Domino's 
Pizza advertises home-delivered pizza, for example, it indirectly promotes pizza in general; its 
commercials may indirectly help sell Pizza Hut’s and other competitors’ home-delivered pizza. 
Third, the intensity and effectiveness of a company’s marketing activities relative to competi- 
tors’ affect the size of the company’s sales potential. If a company spends twice as much as any 
of its competitors on marketing efforts and if each dollar spent is more effective in generating 
sales, the firm’s sales potential will be quite high compared to competitors’. 

Two general approaches that measure company sales potential are breakdown and 
buildup. In the breakdown approach, the marketing manager first develops a general eco- 
nomic forecast for a specific time period. Next, the manager estimates market potential based 
on this economic forecast. Then the manager derives the company’s sales potential from the 
general economic forecast and estimate of market potential. In the buildup approach, the 
marketing manager begins by estimating how much of a product a potential buyer in a 
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specific geographic area, such as a sales territory, will purchase in a given period. The man- 
ager then multiplies that amount by the total number of potential buyers in that area. The 
manager performs the same calculation for each geographic area in which the firm sells 
products and then adds the totals for each area to calculate market potential. To determine 
company sales potential, the manager must estimate, based on planned levels of company 
marketing activities, the proportion of the total market potential the company can obtain. 


COMPETITIVE ASSESSMENT 


Besides obtaining sales estimates, it is crucial to assess competitors that are already operating 
in the segments being considered. Without competitive information, sales estimates may be 
misleading. A market segment that initially seems attractive based on sales estimates may turn 
out to be much less so after a competitive assessment. Such an assessment should ask several 
questions about competitors: How many exist? What are their strengths and weaknesses? 
Do several competitors have major market shares and together dominate the segment? Can 
our company create a marketing mix to compete effectively against competitors’ marketing 
mixes? Is it likely that new competitors will enter this segment? If so, how will they affect our 
firm’s ability to compete successfully? Answers to such questions are important for proper 
assessment of the competition in potential market segments. 

The actions of a national food company that considered entering the dog food market 
illustrate the importance of competitive assessment. Through a segmentation study, the com- 
pany determined that dog owners could be divided into three 
segments according to how they viewed their dogs and dog 
foods. One group treated their dogs as companions and family 
members. These individuals were willing to pay relatively high 
prices for dog foods and wanted a variety of types and flavors so 
their dogs would not get bored. The second group saw their dogs 
as performing a definite utilitarian function, such as protecting 
family members, playing with children, guarding the property, 
or herding farm animals. These people wanted a low-priced, 
nutritious dog food and were not interested in a wide variety of 
flavors. Dog owners in the third segment were found to actually 
hate their dogs. These people wanted the cheapest dog food they 


could buy and were not concerned with nutrition, flavor, or 
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variety. The food company examined the extent to which com- 


petitive brands were serving all these dog owners and found that | aS 
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each segment contained at least three well-entrenched compet- ! os Ate 


ing brands, which together dominated the segment. The com- 
pany’ management decided not to enter the dog food market 
because of the strength of the competing brands. 


‘@) Tey ine Suders 


oursquars 


Lounge 
ie Ww 2ath St (olw yoth &.11) 


Cost ESTIMATES 


To fulfill the needs of a target segment, an organization must 
develop and maintain a marketing mix that precisely meets the 
wants and needs of individuals and organizations in that seg- 
ment. Developing and maintaining such a mix can be expen- 
sive. Distinctive product features, attractive package design, 
generous product warranties, extensive advertising, attractive 
promotional offers, competitive prices, and high-quality per- 
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Precision and Cost Reduction 
Marketers benefit from technology, such as Foursquare, that 
allows them to more precisely reach customers at lower costs. 


sonal service consume considerable organizational resources. 
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Indeed, to reach certain segments, the costs may be so high that a marketer concludes 
the segment is inaccessible. Another cost consideration is whether the organization can 
effectively reach a segment at costs equal to or below competitors’ costs. If the firm’s 
costs are likely to be higher, it will be unable to compete in that segment in the long run. 
For example, when Microsoft considered entering the MP3 market, the company had to 
consider its very strong competitor, the Apple iPod. The Microsoft Zune was created to 
be competition for the iPod, including additional features like access to FM radio and 
the ability to wirelessly share songs with other Zune users. Microsoft also had to consider 
its cost when deciding to take this product to market; for the Zune, it was important to 
position it as a cheaper substitute to the iPod. In order for Microsoft to accomplish this 
objective, it was forced to keep the Zune’s production costs at a low level, which eventu- 
ally caused the company to stop developing new Zune MP3 players and focus more on its 
Zune music software. !® 


Step 5: Select Specific Target Markets 


An important initial consideration in selecting a target market is whether customers’ 
needs differ enough to warrant the use of market segmentation. If segmentation analy- 
sis shows customer needs to be fairly homogeneous, the 
firm’s management may decide to use the undifferentiated 
approach, discussed earlier. However, if customer needs 


Marketing Debate 


are heterogeneous, which is much more likely, one or more 
target markets must be selected. On the other hand, mar- 
keters may decide not to enter and compete in any of the 


Should Fast-Food Marketers 


segments. 


Target Children? 


ISSUE: /s it ethical for fast-food businesses to market 
unhealthy food to children? 


Fast food is so much a part of children’s lives that, 
according to a Yale University study, 40 percent of U.S. 
youngsters aged 2 to 11 ask to go to McDonald's at least 
once a week. Research shows that preschoolers prefer 
snacks presented in fast-food packaging to the same 
items presented in nonbranded packaging. No wonder 
critics worry that young fast-food fans may become 
part of the U.S. obesity epidemic. They also argue that 
nutritional foods can’t compete with the big advertising 
budgets of major fast-food marketers. 


For their part, the restaurants say they offer healthy menu 
options, and their customers should be able to choose. 
Subway, for example, automatically bundles apple slices 
and juice or milk with its children’s meals. Now regulators 
are getting involved. San Francisco doesn't allow toys in 
fast-food meals that fail to meet minimum nutritional 
standards. And many states require fast-food outlets 

to post calorie counts so parents can make educated 
choices for their kids.’ 


Assuming one or more segments offer significant oppor- 
tunities to achieve organizational objectives, marketers must 
decide in which segments to participate. Ordinarily infor- 
mation gathered in the previous step—about sales estimates, 
competitors, and cost estimates—requires careful con- 
sideration in this final step to determine long-term profit 
opportunities. Also, the firm’s management must investi- 
gate whether the organization has the financial resources, 
managerial skills, employee expertise, and facilities to enter 
and compete effectively in selected segments. Furthermore, 
the requirements of some market segments may be at odds 
with the firm’s overall objectives, and the possibility of legal 
problems, conflicts with interest groups, and technological 
advancements could make certain segments unattractive. In 
addition, when prospects for long-term growth are taken 
into account, some segments may appear very attractive and 
others less desirable. 

Selecting appropriate target markets is important to an 
organization’s adoption and use of the marketing concept 
philosophy. Identifying the right target market is the key to 
implementing a successful marketing strategy, whereas failure 
to do so can lead to low sales, high costs, and severe finan- 
cial losses. A careful target market analysis places an organiza- 
tion in a better position to both serve customers’ needs and 
achieve its objectives. 
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Developing Sales 
Forecasts oe 


After a company targets its market, it needs a sales y 
forecast—the amount of a product the company expects to q Ny Y 
sell during a specific period at a specified level of marketing fe 
activities. The sales forecast differs from the company sales [4 fathers Dey aa 
potential. It concentrates on what actual sales will be at a a 

certain level of company marketing effort, whereas the com- J 5. Cinco de Mayo =) «i 
pany sales potential assesses what sales are possible at various 6. Thanksgiving 21) 
levels of marketing activities, assuming certain environmen- ; ; 
tal conditions will exist. Businesses use the sales forecast for - > 
planning, organizing, implementing, and controlling their PSE 4 
activities. The success of numerous activities depends on this | 9. Easier ka 
forecast’s accuracy. Common problems in failing companies D. Super Beet ¥s 
are improper planning and lack of realistic sales forecasts. 
Overly ambitious sales forecasts can lead to overbuying, 


x ; Source: “9 in 10 Will Watch Super Bowl at Home; Most will Spend the Same or Less on Food and Bev,” 
overinvestment, and higher costs. Nielsen Wire, February 1, 2010, http://blog.nielsen.com/nielsenwire/consumer/9-in1 0-will-watch-super- 
bowl-at-home-most-will-spend-the-same-or-less-on-food-and-bev/. 

To forecast sales, a marketer can choose from a number 
of forecasting methods, some arbitrary and others more sci- 
entific, complex, and time consuming. A firm’s choice of method or methods depends on the 
costs involved, type of product, market characteristics, time span of the forecast, purposes of the 
forecast, stability of the historical sales data, availability of required information, managerial pref- 
erences, and forecasters’ expertise and experience.'? Common forecasting techniques fall into five 


categories: executive judgment, surveys, time series analysis, regression analysis, and market tests. 


EXECUTIVE JUDGMENT 


At times, a company forecasts sales chiefly on the basis of executive judgment: the intu- 
ition of one or more executives. This approach is unscientific but expedient and inexpensive. 
Executive judgment may work reasonably well when product demand is relatively stable and 
the forecaster has years of market-related experience. However, because intuition is swayed 
most heavily by recent experience, the forecast may be overly optimistic or overly pessimistic. 
Another drawback to intuition is that the forecaster has only past experience as a guide for 
deciding where to go in the future. 


SURVEYS 


Another way to forecast sales is to question customers, sales personnel, or experts regarding 
their expectations about future purchases. In a customer forecasting survey, marketers ask 
customers what types and quantities of products they intend to buy during a specific period. 
This approach may be useful to a business with relatively few customers. Consider Intel, 
which markets to a limited number of companies (primarily computer manufacturers). Intel 
could conduct customer forecasting surveys effectively. PepsiCo, in contrast, has millions of 
customers and could not feasibly use a customer survey to forecast future sales. 

In a sales force forecasting survey, the firm’s salespeople estimate anticipated sales in 
their territories for a specified period. The forecaster combines these territorial estimates 
to arrive at a tentative forecast. A marketer may survey the sales staff for several reasons. 
The most important is that the sales staff is closer to customers on a daily basis than other 


Surveys 

A business organization 

can obtain the services of 
other organizations, like 
salesforce.com, to help with 
sales forecasting efforts by 
conducting surveys. 


expert forecasting 
survey 

Sales forecasts prepared by 
experts outside the firm, such 
as economists, management 
consultants, advertising 
executives, or college professors 


Delphi technique 

A procedure in which experts 
create initial forecasts, submit 
them to the company for 
averaging, and then refine the 
forecasts 


time series analysis 

A forecasting method that uses 
historical sales data to discover 
patterns in the firrn’s sales over 
time and generally involves 
trend, cycle, seasonal, and 
random factor analyses 
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company personnel and therefore should know more about customers’ future product needs. 
Moreover, when sales representatives assist in developing the forecast, they are more likely 
to work toward its achievement. In addition, forecasts can be prepared for single territories, 
divisions consisting of several territories, regions made up of multiple divisions, and the total 
geographic market. Thus, the method provides sales forecasts from the smallest geographic 
sales unit to the largest. 

When a company wants an expert forecasting survey, it hires professionals to help 
prepare the sales forecast. These experts are usually economists, management consultants, 
advertising executives, college professors, or other individuals outside the firm with solid 
experience in a specific market. Drawing on this experience and their analyses of available 
information about the company and the market, experts prepare and present forecasts or 
answer questions regarding a forecast. Using experts is expedient and relatively inexpensive. 
However, because they work outside the firm, these forecasters may be less motivated than 
company personnel to do an effective job. 

A more complex form of the expert forecasting survey incorporates the Delphi tech- 
nique. In the Delphi technique, experts create initial forecasts, submit them to the company 
for averaging, and have the results returned to them so they can make individual refined 
forecasts. The premise is that the experts will use the averaged results when making refined 
forecasts and these forecasts will be in a narrower range. The procedure may be repeated 
several times until the experts, each working separately, reach a consensus on the forecasts. 
The ultimate goal in using the Delphi technique is to develop a highly accurate sales forecast. 


TIME SERIES ANALYSIS 


With time series analysis, the forecaster uses the firm’s historical sales data to discover a 
pattern or patterns in the firm’s sales over time. If a pattern is found, it can be used to 
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forecast sales. This forecasting method assumes that past sales patterns will continue in the 
future. The accuracy, and thus usefulness, of time series analysis hinges on the validity of this 
assumption. 

In a time series analysis, a forecaster usually performs four types of analyses: trend, cycle, 
seasonal, and random factor. Trend analysis focuses on aggregate sales data, such as the 
company’s annual sales figures, covering a period of many years to determine whether annual 
sales are generally rising, falling, or staying about the same. Through cycle analysis, a fore- 
caster analyzes sales figures (often monthly sales data) for a three- to five-year period to ascer- 
tain whether sales fluctuate in a consistent, periodic manner. When performing a seasonal 
analysis, the analyst studies daily, weekly, or monthly sales figures to evaluate the degree to 
which seasonal factors, such as climate and holiday activities, influence sales. In a random 
factor analysis, the forecaster attempts to attribute erratic sales variations to random, nonre- 
current events, such as a regional power failure, a natural disaster, or political unrest in a for- 
eign market. After performing each of these analyses, the forecaster combines the results to 
develop the sales forecast. Time series analysis is an effective forecasting method for products 
with reasonably stable demand, but not for products with highly erratic demand. 


REGRESSION ANALYSIS 


Like time series analysis, regression analysis requires the use of historical sales data. In 
regression analysis, the forecaster seeks to find a relationship between past sales (the 
dependent variable) and one or more independent variables, such as population, per cap- 
ita income, or gross domestic product. Simple regression analysis uses one independent 
variable, whereas multiple regression analysis includes two or more independent variables. 
The objective of regression analysis is to develop a mathematical formula that accurately 
describes a relationship between the firm’s sales and one or more variables; however, the 
formula indicates only an association, not a causal relationship. Once an accurate formula 
is established, the analyst plugs the necessary information into the formula to derive the 
sales forecast. 

Regression analysis is useful when a precise association can be established. However, a 
forecaster seldom finds a perfect correlation. Furthermore, this method can be used only 
when available historical sales data are extensive. Thus, regression analysis is futile for fore- 
casting sales of new products. 


MarKET TESTS 


A market test involves making a product available to buyers in one or more test areas and 
measuring purchases and consumer responses to distribution, promotion, and price. Test 
areas are often cities with populations of 200,000 to 500,000, but they can be larger metro- 
politan areas or towns with populations of 50,000 to 200,000. 

A market test provides information about consumers’ actual rather than intended pur- 
chases. In addition, purchase volume can be evaluated in relation to the intensity of other 
marketing activities such as advertising, in-store promotions, pricing, packaging, and dis- 
tribution. Motorola conducted market tests for its new Mobile Loyalty Solution service in 
Raleigh, North Carolina, before launching the program nationwide a couple of months later. 
The company hopes that its new service, which allows retailers to send offers and coupons to 
customers’ mobile phones, will eliminate the need for membership cards and paper coupons 
and replace it with a digital system that is easier to use, faster, and more environmentally 
friendly. However, the company needed to assess consumer reaction to the service before- 
hand.” Forecasters base their sales estimates for larger geographic units on customer response 
in test areas. 
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Because it does not require historical sales data, a market test is effective for forecasting 
sales of new products or sales of existing products in new geographic areas. A market test also 
gives a marketer an opportunity to test various elements of the marketing mix. However, 
these tests are often time consuming and expensive. In addition, a marketer cannot be certain 
that consumer response during a market test represents the total market response or that such 
a response will continue in the future. 


Usinc MULTIPLE FORECASTING METHODS 


Although some businesses depend on a single sales forecasting method, most firms use several 
techniques. Sometimes a company is forced to use multiple methods when marketing diverse 
product lines, but even a single product line may require several forecasts, especially when 
the product is sold to different market segments. Thus, a producer of automobile tires may 
rely on one technique to forecast tire sales for new cars and on another to forecast sales of 
replacement tires. Variation in the length of needed forecasts may call for several forecasting 
methods. A firm that employs one method for a short-range forecast may find it inappropri- 
ate for long-range forecasting. Sometimes a marketer verifies results of one method by using 
one or more other methods and comparing outcomes. 
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at the entire market for a particular product, it is 
using an undifferentiated targeting strategy. The 
undifferentiated strategy is effective in a homog- 
eneous market, whereas a heterogeneous market 


1 Learn about markets. 


A market is a group of people who, as individuals 
or as organizations, have needs for products in a 


product class and have the ability, willingness, and 
authority to purchase such products. Markets can 
be categorized as consumer markets or business 
markets based on the characteristics of the individ- 
uals and groups that make up a specific market and 
the purposes for which they buy products. A con- 
sumer market, also known as a business-to-consumer 
(B2C) market, consists of purchasers and house- 
hold members who intend to consume or benefit 
from the purchased products and do not buy prod- 
ucts for the main purpose of making a profit. A 
business market, also known as business-to-business 
(B2B), industrial, or organizational market, consists 
of individuals or groups that purchase a specific 
kind of product for one of three purposes: resale, 
direct use in producing other products, or use in 
general daily operations. 


Understand the differences among general 
targeting strategies. 


In general, marketers employ a five-step process 
when selecting a target market. Step 1 is to identify 
the appropriate targeting strategy. When a com- 
pany designs a single marketing mix and directs it 


needs to be segmented through a concentrated 
targeting strategy or a differentiated targeting 
strategy. Both these strategies divide markets into 
segments consisting of individuals, groups, or 
organizations that have one or more similar char- 
acteristics and thus can be linked to similar prod- 
uct needs. When using a concentrated strategy, 
an organization directs marketing efforts toward a 
single market segment through one marketing mix. 
With a differentiated targeting strategy, an organi- 
zation directs customized marketing efforts at two 
or more segments. 


Certain conditions must exist for effective mar- 
ket segmentation. First, customers’ needs for the 
product should be heterogeneous. Second, the 
segments of the market should be identifiable and 
divisible. Third, the total market should be divided 
so segments can be compared with respect to 
estimated sales, costs, and profits. Fourth, at least 
one segment must have enough profit potential 
to justify developing and maintaining a special 
marketing mix for that segment. Fifth, the firm 
must be able to reach the chosen segment with a 
particular marketing mix. 
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Become familiar with the major segmentation 
variables. 


Step 2 is determining which segmentation vari- 
ables to use. Segmentation variables are the char- 
acteristics of individuals, groups, or organizations 
used to divide a total market into segments. The 
segmentation variable should relate to customers’ 
needs for, uses of, or behavior toward the prod- 
uct. Segmentation variables for consumer markets 
can be grouped into four categories: demographic 
(e.g., age, gender, income, ethnicity, family life 
cycle), geographic (population, market density, 
climate), psychographic (personality traits, motives, 
lifestyles), and behavioristic (volume usage, end 
use, expected benefits, brand loyalty, price sensi- 
tivity). Variables for segmenting business markets 
include geographic location, type of organization, 
customer size, and product use. 


Know what segment profiles are and how they 
are used. 


Step 3 in the target market selection process is to 
develop market segment profiles. Such profiles 
describe the similarities among potential custom- 
ers within a segment and explain the differences 
among people and organizations in different mar- 
ket segments. They are used to assess the degree 
to which the firm’s products can match potential 
customers’ product needs. Segments, which may 
seem at first quite attractive, may be shown to be 
quite the opposite after a market segment profile 
is completed. 


Understand how to evaluate market 
segments. 


Step 4 is evaluating relevant market segments. 
Marketers analyze several important factors, such 
as sales estimates, competition, and estimated costs 
associated with each segment. Potential sales for 
a market segment can be measured along several 
dimensions, including product level, geographic 
area, time, and level of competition. Besides 
obtaining sales estimates, it is crucial to assess com- 
petitors that are already operating in the segments 
being considered. Without competitive informa- 
tion, sales estimates may be misleading. The cost of 
developing a marketing mix which meets the wants 
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and needs of individuals in that segment must also 
be considered. If the firm’s costs to compete in that 
market are very high, it may be unable to compete 
in that segment in the long run. 


Identify the factors that influence the 
selection of specific market segments for use 
as target markets. 


Step 5 involves the actual selection of specific target 
markets. In this final step, the company considers 
whether customers’ needs differ enough to war- 
rant segmentation and which segments to target. 
If customers’ needs are heterogeneous, the decision 
must be made which segment to target, or whether 
to enter the market at all. Considerations such as 
resources, managerial skills, employee expertise, 
facilities, the firm’s overall objectives, possible legal 
problems, conflicts with interest groups, and tech- 
nological advancements must be considered when 
deciding which segments to target. 


Become familiar with sales forecasting 
methods. 


A sales forecast is the amount of a product the com- 
pany actually expects to sell during a specific period 
at a specified level of marketing activities. To fore- 
cast sales, marketers can choose from a number of 
methods. The choice depends on various factors, 
including the costs involved, type of product, mar- 
ket characteristics, and time span and purposes of 
the forecast. There are five categories of forecast- 
ing techniques: executive judgment, surveys, time 
series analysis, regression analysis, and market tests. 
Executive judgment is based on the intuition of 
one or more executives. Surveys include customer, 
sales force, and expert forecasting surveys. Time 
series analysis uses the firm’s historical sales data 
to discover patterns in the firm’s sales over time 
and employs four major types of analyses: trend, 
cycle, seasonal, and random factor. With regression 
analysis, forecasters attempt to find a relationship 
between past sales and one or more independent 
variables. Market testing involves making a prod- 
uct available to buyers in one or more test areas and 
measuring purchases and consumer responses to 
distribution, promotion, and price. Many compa- 
nies employ multiple forecasting methods. 
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ISSUES FOR DISCUSSION AND REVIEW 


Define geodemographic segmentation. Identify sev- 
eral types of firms that might employ this type of 


market segmentation, and explain why. 


1. What is a market? What are the requirements for a 9, 
market? 


2. In your local area, identify a group of people with 


unsatisfied product needs who represent a market. 10. What is a market segment profile? Why is it an 


Could this market be reached by a business organi- 
zation? Why or why not? 


segmented by variables in each category. 


. What dimensions are used to segment business 


markets? 


important step in the target market selection 
process? 


. Outline the five major steps in the target market 11. Describe the important factors that marketers 
selection process. should analyze to evaluate market segments. 
. What is an undifferentiated strategy? Under what 12. Why is a marketer concerned about sales potential 
conditions is it most useful? Describe a present mar- when trying to select a target market? 
ket situation in which a company is using an undif- 
5 : 13. Why is selecting appropriate target markets impor- 
ferentiated strategy. Is the business successful? Why te 
: tant for an organization that wants to adopt the 
or why not? ; x : 
marketing concept philosophy: 
. What is market segmentation? Describe the basic : ae 
ve <6 ; 14. What is a sales forecast? Why is it important? 
conditions required for effective segmentation. 
Identify several firms that use market segmentation. 15. What are the two primary types of surveys a 
: ; : company might use to forecast sales? Why would a 
. List the differences between concentrated and dif- are : Bie 
company use an outside expert forecasting survey? 
ferentiated strategies, and describe the advantages 
and disadvantages of each. 16. Under what conditions are market tests useful for 
: } ; i : sales forecasting? What are the advantages and 
. Identify and describe four major categories of vari- 8 ) 
disadvantages of market tests? 
ables that can be used to segment consumer mar- 
kets. Give examples of product markets that are 17. Under what conditions might a firm use multiple 


forecasting methods? 
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MARKETING APPLICATIONS 


1. Cable channels such as Lifetime and Spike TV 
each target a specific market segment. Identify 
another product marketed to a distinct target 
market. Describe the target market, and explain 
how the marketing mix appeals specifically to 


that group. 


2. Generally, marketers use one of three basic target- 
ing strategies to focus on a target market: undiffer- 
entiated, concentrated, or differentiated. Locate an 
article that discusses the target market for a specific 
product. Describe the target market, and explain 
the targeting strategy used to reach that target 
market. 


3. The car market may be segmented according to 
income and age. Discuss two ways the market 
for each of the following products might be 
segmented. 

a. Candy bars 
b. Travel services 
c. Bicycles 


d. Cell phones 


4. If you were using a time series analysis to forecast 
sales for your company for the next year, how would 
you use the following sets of sales figures? 


a. 2001 $145,000 2006 $149,000 
2002 $144,000 2007 $148,000 
2003 $147,000 2008 $180,000 
2004 $145,000 2009 $191,000 
2005 $148,000 2010 $227,000 


b. 2008 2009 2010 
Jan. $12,000 $14,000 $16,000 
Feb. $13,000 $14,000 $15,500 
Mar. $12,000 $14,000 $17,000 
Apr. $13,000 $15,000 $17,000 
May $15,000 $17,000 $20,000 
June $18,000 $18,000 $21,000 
July $18,500 $18,000 $21,500 
Aug. $18,500 $19,000 $22,000 
Sep. $17,000 $18,000 $21,000 
Oct. $16,000 $15,000 $19,000 
Nov. $13,000 $14,000 $19,000 
Dec. $14,000 $15,000 $18,000 


c. In 2008, sales increased 21.2 percent {opened 
an additional store in 2008). In 2009, sales 
increased 18.8 percent. New stores were 
opened in 2008 and 2009. 


ONLINE EXERCISE 


5. iExplore is an Internet company that offers a vari- 
ety of travel and adventure products. Learn more 
about its goods, services, and travel advice through 
its website at www.iexplore.com. 

a. Based on the information provided at the web- 
site, what are some of iExplore’s basic products? 
b. What market segments does iExplore appear to be 
targeting with its website? What segmentation vari- 
ables is the company using to segment these markets? 
c. How does iExplore appeal to comparison 


shoppers? 


DEVELOPING YOUR MARKETING PLAN 


Identifying and analyzing a target market is a major 
component of formulating a marketing strategy. A clear 
understanding and explanation of a product’s target 
market is crucial to developing a useful marketing plan. 
References to various dimensions of a target market are 
likely to appear in several locations in a marketing plan. 
To assist you in understanding how information in this 
chapter relates to the creation of your marketing plan, 
focus on the following considerations: 


1. What type of targeting strategy is being used for 
your product? Should a different targeting strategy 
be employed? 


2. Select and justify the segmentation variables that 
are most appropriate for segmenting the market for 


your product. If your product is a consumer prod- 
uct, use Figure 5.3 for ideas regarding the most 
appropriate segmentation variables. If your mar- 
keting plan focuses on a business product, review 
the information in the section entitled “Variables 
for Segmenting Business Markets.” 


3. Discuss how your product should be positioned in 
the minds of customers in the target market rela- 
tive to the product positions of competitors. 


The decisions and discussions of these dimensions 
should help you to answer some of the questions that 
are a part of the online /nteractive Marketing Plan 
exercise at www.cengagebrain.com. 


VIDEO CASE 


From its 19th-century roots as a British bicycle company, 
Raleigh has developed a worldwide reputation for marketing 
sturdy, comfortable, steel-frame bicycles. The firm, named 

for the street in Nottingham, England, where it was originally 
located, was a trend-setter in designing and manufacturing 
bicycles. When Raleigh introduced steel-frame bicycles 
equipped with three-speed gear hubs in 1903, it revolutionized 
the industry and set off a never-ending race to improve the 
product's technology. In the pre-auto era, its bicycles became 
a two-wheeled status symbol for British consumers, and the 
brand maintained its cachet for decades. Although Raleigh’s 
chopper-style bicycles were hugely popular in the 1970s, 
international competition and changing consumer tastes have 
taken a toll during the past few decades. 


Now Raleigh markets a wide variety of bicycles to consumers 

in Europe, Canada, and the United States. Its U.S. division, 

based in Kent, Washington, has been researching new bicycles 
for contemporary consumers and developing models that are 
lighter, faster, and better. Inspired by the European lifestyle and 
tradition of getting around on bicycles, and its long history in 
the business, Raleigh is looking to reinvigorate sales and capture 
a larger share of the $6 billion U.S. bicycle market. 


Raleigh’s U.S. marketers have been observing the “messenger 
market,” customers who ride bicycles through downtown 
streets to deliver documents and small packages to businesses 
and individuals. They have also noted that many everyday 
bicycle riders dress casually, in T-shirts and jeans, rather than in 
special racing outfits designed for speed. Targeting consumers 
who enjoy riding bicycles as a lifestyle, Raleigh's marketers are 
focusing on this segment’s specific needs and preferences as 
they develop, price, promote, and distribute new models. 


In recent years, Raleigh’s marketers have stepped up the 
practice of bringing demonstration fleets to public places where 
potential buyers can hop on one of the company’s bicycles and 
pedal for a few minutes. The idea is to allow consumers who 
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RALEIGH WHEELS OuT STEEL 
BIcyCcLE MARKETING 


enjoy bicycling to actually experience the fun feeling of riding 

a Raleigh. The marketers are also fanning out to visit bicycle 
races and meet bicyclists in cities and towns across America, 
encouraging discussions about Raleigh and about bicycling in 
general and seeking feedback about particular Raleigh products. 


Listening to consumers, Raleigh’s marketers recognized that 
many had misperceptions about the weight of steel-frame 
bicycles. Although steel can be quite heavy, Raleigh’s bicycles 
are solid yet light, nimble, and easy to steer. Those who have 
been on bicycles with steel frames praise the quality of the ride, 
saying that steel “has a soul,” according to market research. 


To stay in touch with its target market, Raleigh is increasingly 
active in social media. It has several thousand fans who visit its 
Facebook page to see the latest product concepts and post their 
own photos and comments about Raleigh bicycles. It also uses 
Twitter to keep customers informed and answer questions about 
its bicycles and upcoming demonstration events. The company’s 
main blog communicates the latest news about everything 

from frame design and new bike colors under consideration 

to product awards and racing activities. It has a separate blog 
about both the fun and the challenges of commuting by bicycle, 
a topic in which its customers are intensely interested because 
so many do exactly that. By listening to customers and show- 
ing that it understands the daily lifestyle of its target market, 
Raleigh is wheeling toward higher sales in a highly competitive 
marketplace.?! 


QUESTIONS FOR DISCUSSION 


1. Of the four categories of variables, which is most important 
to Raleigh’s segmentation strategy, and why? 


2. Is there evidence that Raleigh is using end-use or benefit 
segmentation? Explain. 


3. Raleigh sells exclusively through retail dealers, not directly 
to consumers. How does this affect its ability to segment the 
bicycle market using geographic variables? 


CUSTOMER BEHAVIOR 
AND E-MARKETING 


Part 3 continues the focus on the customer. Understanding elements that affect buying 


decisions enables marketers to analyze customers’ needs and evaluate how specific 
marketing strategies can satisfy those needs. Chapter 6 examines consumer buying 
decision processes and factors that influence buying decisions. Chapter 7 stresses 
business markets, organizational buyers, the buying center, and the organizational 
buying decision process. In Chapter 8, the actions, involvement, and strategies of 
marketers that serve international customers are considered. Chapter 9 examines digital 
marketing strategies, new communication channels such as social networking, and 
customer behavior related to these emerging technologies and trends. 
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Consumer 


Buying 


Behavior 


OBJECTIVES: 


1 


Recognize the stages of 
the consumer buying 
decision process. 


Understand the types 
of consumer decision 
making and the level of 
involvement. 


Explore how situational 
influences may affect the 
consumer buying decision 
process. 


Understand the 
psychological influences 
that may affect the 
consumer buying decision 
process. 


Examine the social 
influences that may affect 
the consumer buying 
decision process. 


Examine consumer 
misbehavior. 


lams Caters to Pet Owners’ Tastes 


Marketers at lams, which makes lams and Eukanuba pet products, know that 
many consumers treat their pets like family and want to provide them with 
the best. Picking up on this trend, lams (owned by Procter & Gamble) now 
markets a variety of premium goods and services for pets that mirror those 
purchased and used by humans. 

Catering to consumers who want healthy lifestyles for their pets, lams 
ProActive Health dog food includes good bacteria to promote healthy diges- 
tion. For consumers who like to indulge their pets, lams makes Savory Sauces, 
which are bottled just like human barbecue sauces and are available in dog- 
friendly flavors such as Pot Roast and Country Style Chicken. 

lams marketers continually conduct research to dig deeper and find 
out more about the way owners feel about and behave toward their pets. 
Research revealed, for example, that customers worry about feeding cats in 
multi-cat households where one cat is overweight. In response, the company 
created a Multi-Cat formula with ingredients that reduce fat in heavy cats but 
provide protein for lean cats. 

Knowing that owners care about pet health, lams works with Veterinary 
Pet Insurance Co. to offer pet health insurance. It is also branching out into 
MRI (magnetic resonance imaging) machines, in partnership with ProScan. 
Now doctors at lams Pet Imaging Centers can investigate a pet's health prob- 
lems without resorting to exploratory surgery. Finally, lams has partnered 
with Dog Fancy and Cat Fancy magazines to offer free online classes to pet 
owners. | 
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ee and many other online and traditional marketers go to great lengths to understand 
their customers’ needs and gain a better grasp of customers’ buying behavior: the deci- 
sion processes and actions of people involved in buying and using products. Consumer 
buying behavior refers to the buying behavior of ultimate consumers—those who purchase 
products for personal or household use and not for business purposes. Marketers attempt to 
understand buying behavior for several reasons. First, customers’ overall opinions and atti- 
tudes toward a firm’s products have a great impact on the firm’s success. Second, as we saw 
in Chapter 1, the marketing concept stresses that a firm should create a marketing mix that 
satisfies customers. To find out what satisfies buyers, marketers must examine the main influ- 
ences on what, where, when, and how consumers buy. Third, by gaining a deeper under- 
standing of the factors that affect buying behavior, marketers are in a better position to 
predict how consumers will respond to marketing strategies. 

In this chapter, we first examine the major stages of the consumer buying decision 
process, beginning with problem recognition, information search, and evaluation of alter- 
natives and proceeding through purchase and postpurchase evaluation. We follow this with 
an examination of how the customer's level of involvement affects the type of decision 
making employed and discuss the types of consumer decision making processes. Next, we 
examine situational influences—surroundings, time, purchase reason, and buyer’s mood 
and condition—that affect purchasing decisions. We go on to consider psychological influ- 
ences on purchasing decisions: perception, motives, learning, attitudes, personality and 
self-concept, and lifestyles. Next, we discuss social influences that affect buying behavior, 
including roles, family, reference groups and opinion leaders, social classes, and culture and 
subcultures. We conclude with a discussion of consumer misbehavior. 


Consumer Buying Decision Process 


The consumer buying decision process, shown in Figure 6.1, includes five stages: prob- 
lem recognition, information search, evaluation of alternatives, purchase, and postpurchase 
evaluation. Before we examine each stage, consider these important points. First, as shown 


buying behavior 

The decision processes and 
actions of people involved in 
buying and using products 


consumer buying 
behavior 

The decision processes and 
purchasing activities of people 
who purchase products for 
personal or household use and 
not for business purposes 


consumer buying 
decision process 

A five-stage purchase decision 
process that includes problem 
recognition, information search, 
evaluation of alternatives, 
purchase, and postpurchase 
evaluation 


_FIGURE 6.1. Consumer Buying Decision Process and Possible Influences on the Process 
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in Figure 6.1, this process can be affected by situa- 
tional, psychological, and social influences. Second, 
the actual act of purchasing is just one stage in the 
process and usually not the first stage. Third, even 
though we indicate that a purchase occurs, not all 
decision processes lead to a purchase; individuals 
may end the process at any stage. Finally, not all 
consumer decisions include all five stages. 


How many trees can your toilet 
paper save in just 4 weeks? 


PROBLEM RECOGNITION 


Problem recognition occurs when a buyer becomes 
aware of a difference between a desired state and 
an actual condition. Consider a female student who 
owns an older, out-of-date calculator, and she learns 
that a newer calculator is going to be necessary to 
run software required for class. She recognizes that a 
difference exists between the desired state—having 
a programmable calculator—and her actual condi- 
tion. She therefore decides to buy a new calculator. 

The speed of consumer problem recognition 
can be quite rapid or rather slow. Sometimes a 
person has a problem or need but is unaware of it. 
Marketers use sales personnel, advertising, and pack- 
aging to help trigger recognition of such needs or 
problems. For example, a university bookstore may 
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If we all used Scott Naturals” paper products, we'd save over 2 million trees 
FEK That's because Scott Naturals’ are the world’s first. tine of hybrid” paper produ 
They f ber Ww le: quality you nee 


DRIVE Start your test drive at ScottBrand.com/Naturals 


Registered Trademark and Copyright of Kimberly-Clark Worldwide, Inc. Used with permission. 


Problem Recognition | ; advertise programmable calculators in the school 
In this ad, Scott attempts to stimulate problem recognition regarding newspaper at the beginning of the term. Students 
the need for more environmentally responsible toilet paper. who see the advertisement may recognize that they 


need these calculators for their course work. 


INFORMATION SEARCH 


After recognizing the problem or need, a buyer (if continuing the decision process) searches 
for product information that will help resolve the problem or satisfy the need. To reference 
the example given earlier, after recognizing her need for a new calculator, the student may 
search for information about different types and brands of calculators. She acquires informa- 
tion over time from her surroundings. However, the information’s impact depends on how 
she interprets it. 

An information search has two aspects. In an internal search, buyers search their memo- 
ries for information about products that might solve their problem. If they cannot retrieve 
enough information from memory to make a decision, they seek additional information from 
outside sources in an external search. The external search may focus on communication with 
friends or relatives, comparison of available brands and prices, marketer-dominated sources, 
and/or public sources. An individual’s personal contacts—friends, relatives, and coworkers— 
often are influential sources of information because the person trusts and respects them. 
However, research suggests that consumers may overestimate friends’ knowledge about prod- 
ucts and their ability to evaluate them. Using marketer-dominated sources of information, 
such as salespeople, advertising, websites, package labeling, and in-store demonstrations and 
displays, typically requires little effort on the consumer’s part. Indeed, the Internet has become 
a major information source during the consumer buying decision process, especially for 
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product and pricing information. Buyers also obtain information from independent sources— 
for instance, government reports, news presentations, publications such as Consumer Reports, 
and reports from product-testing organizations. Consumers frequently view information from 
these sources as highly credible because of their factual and unbiased nature. 

Repetition, a technique well-known to advertisers, increases consumers’ learning of 
information. When they see or hear an advertising message for the first time, recipients may 
not grasp all its important details, but they learn more details as the message is repeated. 
Nevertheless, even when commercials are initially effective, repetition eventually may cause 
wear-out, meaning consumers pay less attention to the commercial and respond to it less 
favorably than they did at first. Information can be presented verbally, numerically, or visu- 
ally. Marketers pay great attention to the visual components of their advertising materials. 


EVALUATION OF ALTERNATIVES 


A successful information search within a product category yields a group of brands that a 
buyer views as possible alternatives. This group of brands is sometimes called a consideration 
set (also called an evoked set). For example, a consideration set of computers might include 
desktop, laptop, and notebook computers from Dell, Toshiba, and HP. Research suggests 
that consumers assign a greater value to a brand they have heard of than to one they have 
not—even when they do not know anything else about the brand. Thus, when attempting to 
choose between two airlines for an emergency trip, most consumers will choose the one they 
have heard of over an unfamiliar name. 

To assess the products in a consideration set, the buyer uses evaluative criteria: objective 
characteristics (such as the size) and subjective characteristics (such as style) that are impor- 
tant to him or her. Consider that one buyer may want a large display, whereas another may 
want a computer with a large amount of memory. The buyer also assigns a certain level of 
importance to each criterion: some features and characteristics carry more weight than oth- 
ers. The buyer rates and eventually ranks brands in the consideration set using the preceding 
criteria. The evaluation stage may yield no brand the buyer is willing to purchase. In that 
case, a further information search may be necessary. 

Marketers may influence consumers’ evaluations by framing the alternatives—that is, 
describing the alternatives and their attributes in a certain manner. Framing can make a 
characteristic seem more important to a consumer and facilitate its recall from memory. For 
example, by stressing a car’s superior comfort and safety features over those of a competitor's, 
a carmaker can direct consumers’ attention toward these points of superiority. Framing prob- 
ably influences the decision processes of inexperienced buyers more than those of experienced 
ones. If the evaluation of alternatives yields one or more brands that the consumer is willing 
to buy, he or she is ready to move on to the next stage of the decision process: the purchase. 


PURCHASE 


In the purchase stage, the consumer chooses the product or brand to be bought. Selection is 
based on the outcome of the evaluation stage and on other dimensions. Product availability may 
influence which brand is purchased. For instance, if the brand that ranked highest in evaluation 
is unavailable, the buyer may purchase the brand that ranked second. Ifa consumer wants a pair 
of black Nikes and cannot find them in his size, he may buy a pair of black Reeboks. 

During this stage, buyers also pick the seller from which they will buy the product. The choice 
of seller may affect final product selection and therefore the terms of sale, which, if negotiable, are 
determined at this stage. Other issues, such as price, delivery, warranties, maintenance agreements, 
installation, and credit arrangements, are also settled. Finally, the actual purchase takes place dur- 
ing this stage, unless the consumer decides to terminate the buying decision process. 


dissonance 


lr 


High-Involvement Purchases 
Durable goods like furniture represent higher involvement in the have the most advanced electronic devices, read electron- 


decision-making process because of the cost and duration of use. ics magazines, and work in a related field. However, most 
consumers have an enduring involvement with only a very 
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POSTPURCHASE EVALUATION 


After the purchase, the buyer begins evaluating the product to ascertain if its actual perfor- 
mance meets expected levels. Many criteria used in evaluating alternatives are applied again 
during postpurchase evaluation. The outcome of this stage is either satisfaction or dissatisfac- 
tion, which influences whether the consumer complains, communicates with other possible 
buyers, and repurchases the brand or product. 

Shortly after purchase of an expensive product, evaluation may result in cognitive 
dissonance, doubts in the buyer’s mind about whether purchasing the product was the right 
decision. For example, after buying the iPhone 4 and hearing that some purchasers had expe- 
rienced dropped signals due to an antennae defect, the consumer might start having concerns 
about his or her own phone’s reception. Cognitive dissonance is most likely to arise when a 
person has recently bought an expensive, high-involvement product that lacks some of the 
desirable features of competing brands. A buyer who is experiencing cognitive dissonance 
may attempt to return the product or seek positive information about it to justify choosing 
it. Marketers sometimes attempt to reduce cognitive dissonance by having salespeople tele- 
phone or e-mail recent purchasers to make sure they are satisfied with their new purchases. 
At times, recent buyers are sent results of studies showing that other consumers are very satis- 
fied with the brand. 

As Figure 6.1 shows, three major categories of influences are believed to affect the con- 
sumer buying decision process: situational, psychological, and social. In the remainder of this 
chapter, we focus on these influences. Although we discuss each major influence separately, 
their effects on the consumer decision process are interrelated. 


Tyres OF CONSUMER DECISION 
MAKING AND LEVEL OF 
INVOLVEMENT 


To acquire products that satisfy their current and future 
needs, consumers must engage in decision making. People 
engage in different types of decision making processes 
depending on the nature of the products involved. The 
amount of effort, both mental and physical, that buyers 
expend in solving problems also varies considerably. A 
major determinant of the type of decision-making process 
employed depends on the customer’s level of involvement: 
the degree of interest in a product and the importance 
the individual places on that product. High-involvement 
products tend to be those that are visible to others (such 
as clothing, furniture, or automobiles) and are expensive. 
High-importance issues, such as health care, are also asso- 
ciated with high levels of involvement. Low-involvement 
products tend to be less expensive and have less associated 
social risk, such as many grocery items. A person’s interest 
in a product or product category that is ongoing and long 
term is referred to as enduring involvement. For instance, 
a consumer who is interested in technology might always 
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few activities or items. In contrast, situational involvement is temporary and dynamic, and it 
results from a particular set of circumstances, such as the need to buy a new car after being 
involved in an accident. For a short time period, the consumer will visit car dealerships, visit 
a car company’s website, or even purchase automotive-related magazines or books. However, 
once the car purchase is made, the consumer's interest and involvement taper off. Consumer 
involvement may be attached to product categories (such as sports), loyalty to a specific 
brand, interest in a specific advertisement (e.g., a funny commercial) or a medium (such as 
a particular television show), or to certain decisions and behaviors (e.g., a love of shopping). 
On the other hand, a consumer may find a particular advertisement entertaining but still 
not get involved with the brand advertised because of loyalty to another brand. Involvement 
level, as well as other factors, affects a person’s selection of one of three types of consumer 
decision making: routinized response behavior, limited decision making, or extended deci- 
sion making (Table 6.1). 

A consumer uses routinized response behavior when buying frequently purchased, 
low-cost items that require very little search-and-decision effort. When buying such items, 
a consumer may prefer a particular brand but is familiar with several brands in the product 
class and views more than one as acceptable. Typically, low-involvement products are bought 
through routinized response behavior—that is, almost automatically. For example, most 
buyers spend little time or effort selecting soft drinks or cereals. 

Buyers engage in limited decision making when they buy products occasionally or 
when they need to obtain information about an unfamiliar brand in a familiar product cat- 
egory. This type of decision making requires a moderate amount of time for information 
gathering and deliberation. For instance, if Procter & Gamble introduces an improved Tide 
laundry detergent, interested buyers will seek additional information about the new product, 
perhaps by asking a friend who has used it, watching a commercial about it, or visiting the 
company’s website, before making a trial purchase. 

The most complex type of decision making, extended decision making, occurs when 
purchasing unfamiliar, expensive, or infrequently bought products—for instance, a car, 
home, or college education. The buyer uses many criteria to evaluate alternative brands or 
choices and spends much time seeking information and deciding on the purchase. Extended 
decision making is frequently used for purchasing high-involvement products. 

Purchase of a particular product does not always elicit the same type of decision-making 
process. In some instances, we engage in extended decision making the first time we buy 
a certain product but find that limited decision making suffices when we buy it again. If 
a routinely purchased, formerly satisfying brand no longer satisfies us, we may use limited 
or extended decision making to switch to a new brand. Thus, if we notice that the brand 
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of pain reliever we normaily buy is no longer working well, we may seek out a different brand 
through limited decision making. Most consumers occasionally make purchases solely on 
impulse and not on the basis of any of these three decision-making processes. Impulse buying 
involves no conscious planning but results from a powerful urge to buy something immediately. 


Situational Influences on the 
Buying Decision Process 


Situational influences result from circumstances, time, and location that affect the con- 


impulse buying 
puis g 


be sumer buying decision process. Imagine buying an automobile tire after noticing, while 
washing your car, that the current tire is badly worn; this is a different experience from buy- 
ing a tire right after a blowout on the highway spoils your vacation. Situational factors can 


influence the buyer during any stage of the consumer buying decision process and may cause 
ee he tee the individual to shorten, lengthen, or terminate the process. Situational factors can be classi- 
fied into five categories: physical surroundings, social surroundings, time perspective, reason 
for purchase, and the buyer's momentary mood and condition.’ 

Physical surroundings include location, store atmosphere, aromas, sounds, lighting, weather, 
and other factors in the physical environment in which the decision process occurs. Research sug- 
gests that retail store chains should design their store environments to make browsing as easy as 
possible to increase shoppers’ willingness to choose and eventually make purchases.’ Marketers at 
banks, department stores, and specialty stores go to consider- 
able effort and expense to create physical settings that are con- 
ducive to making purchase decisions. Most restaurant chains, 
such as Olive Garden and Chili’s, invest heavily in facilities, 
often building from the ground up, to provide special sur- 
roundings that enhance customers’ dining experiences. In 
some settings, dimensions such as weather, traffic sounds, 
and odors are clearly beyond the marketers’ control; instead, 
marketers must try to make customers more comfortable. 
General climatic conditions, for example, may influence a 
customer's decision to buy a specific type of vehicle (such as 
an SUV) and certain accessories (such as four-wheel drive). 
Current weather conditions, depending on whether they are 
favorable or unfavorable, may be either encouraging or dis- 
couraging to consumers when they are deciding whether to 
go shopping to seek out specific products. 

Social surroundings include characteristics and inter- 
actions of others who are present during a purchase deci- 
sion, such as friends, relatives, salespeople, and other 
customers. Buyers may feel pressured to behave in a 
certain way because they are in a public place such as a 
restaurant, store, or sports arena. Thoughts about who 
will be around when the product is used or consumed are 
another dimension of the social setting. An overcrowded 
store or an argument between a customer and a salesper- 
nee son may cause consumers to leave the store. 

Situational Influences The time dimension, too, influences the buying deci- 

Many teen purchases are affected by situational influences, such as sion process in several ways, such as the amount of time 

social surroundings, time, and the reasons for purchase. require A aebecame noose dgeable RR pro Herons 
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search for it, and to buy and use it. For instance, more men are buying diamond engagement 
rings online, partly to make an informed decision at their own convenience. An online jeweler 
like Blue Nile features a comfortable, anonymous, easy-to-use website to help men educate 
themselves about diamonds and then select a unique combination from its large inventory 
of diamonds and settings.‘ Time plays a major role in that the buyer considers the possible 
frequency of product use, the length of time required to use the product, and the length of 
the overall product life. Other time dimensions that influence purchases include time of day, 
day of the week or month, seasons, and holidays. The amount of time pressure a consumer is 
under affects how much time is devoted to purchase decisions. A customer under severe time 
constraints is likely to either make a quick purchase decision or delay a decision. 

The purchase reason raises the questions of what exactly the product purchase should 
accomplish and for whom. Generally, consumers purchase an item for their own use, for 
household use, or as a gift. For example, people who are buying a gift may buy a different 
product from one they would buy for themselves. If you own a Mont Blanc pen, for example, 
it is unlikely that you bought it for yourself. 

The buyer's momentary moods (such as anger, anxiety, or contentment) or momentary 
conditions (fatigue, illness, or the possession of cash) may have a bearing on the consumer 
buying decision process. These moods or conditions immediately precede the current situ- 
ation and are not chronic. Any of these moods or conditions can affect a person’s ability 
and desire to search for information, receive information, or seek and evaluate alternatives. 
Research suggests that sad buyers are more inclined to take risks, whereas happy buyers are 
more likely to be risk averse when making buying decisions. They can also significantly influ- 
ence a consumer's postpurchase evaluation. 


Psychological Influences on the 
Buying Decision Process 


Psychological influences partly determine people’s general behavior and thus influence their 
behavior as consumers. Primary psychological influences on consumer behavior are percep- 
tion, motives, learning, attitudes, personality and self-concept, and lifestyles. Even though 
these psychological factors operate internally, they are very much affected by social forces 
outside the individual. 


PERCEPTION 


Different people perceive the same thing at the same time in different ways. When you first 
look at the illustration on the next page, do you see fish or birds? Similarly, an individual may 
perceive the same item in a number of ways at different times. Perception is the process of 
selecting, organizing, and interpreting information inputs to produce meaning. Information 
inputs are sensations received through sight, taste, hearing, smell, and touch. When we hear an 
advertisement, see a friend, smell food cooking at a nearby restaurant, or touch a product, we 
receive information inputs. Perception is a complicated thing. For instance, research has shown 
that advertisements for food items that appeal to multiple senses at once are more effective than 
ones that focus on taste alone.’ Marketers are increasingly taking a multisensory approach. They 
sometimes even use scent to help attract consumers who may be in the problem recognition or 
information search stages of the buying decision process. Some Westin Hotels, for example, use 
a fragrance that blends green tea, geranium, green ivy, black cedar, and freesia to evoke a sense 
of serenity and tranquility in their lobbies, and Sony uses an orange-vanilla-cedarwood scent in 
some Sony Style stores to make women shoppers feel more comfortable.° 


PART 3: CUSTOMER BEHAVIOR AND E-MARKETING 


As the definition indicates, perception is a three- 
step process. Although we receive numerous pieces of 
information at once, only a few reach our awareness. We 
select some inputs and ignore others because we cannot 
be conscious of all inputs at one time. This process is 


Fish or Fowl? 
Do you see fish or birds? 


called selective exposure because an individual selects 
which inputs will reach awareness. If you are concentrat- 
ing on this paragraph, you probably are not aware that 
cars outside are making noise, that the room light is on, 
that a song is playing on your MP3 player, or that you 
are touching this page. Even though you receive these 
inputs, they do not reach your awareness until they are 
pointed out. 

An individual’s current set of needs affects selective 
exposure. Information inputs that relate to one’s strongest 


wae me, needs at a given time are more likely to be selected to reach 
‘git A awareness. It is not by random chance that many fast-food 
( commercials are aired near mealtimes. Customers are more 
likely to tune in to these advertisements at these times. 
The selective nature of perception may result not 
only in selective exposure but also in two other con- 
ditions: selective distortion and selective retention. 


Selective distortion is changing or twisting received 
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information; it occurs when a person receives informa- 
tion inconsistent with personal feelings or beliefs, and 
he or she selectively interprets the information. Selective 
distortion describes the tendency for people to reject 
information that is inconsistent with their beliefs, even 
when presented with information to the contrary. Selective distortion can both help and 
hurt marketers. For example, a consumer may become loyal to a brand and remain loyal 
even when confronted with evidence that another brand performs better. Selective dis- 
tortion can also lessen the effect of the advertisement on the individual substantially. In 
selective retention, a person remembers information inputs that support personal feelings 
and beliefs and forgets inputs that do not. After hearing a sales presentation and leaving a 
store, for example, a customer may forget many selling points if they contradict personal 
beliefs or preconceived notions. 

The second step in the process of perception is perceptual organization. Information 
inputs that reach awareness are not received in an organized form. To produce meaning, an 
individual must mentally organize and integrate new information with what is already stored 
in memory. People use several methods to organize. One method, called closure, occurs when 
a person mentally fills in missing elements in a pattern or statement. In an attempt to draw 
attention to its brand, an advertiser will capitalize on closure by using incomplete images, 
sounds, or statements in its advertisements. 

Interpretation, the third step in the perceptual process, is the assignment of meaning to 
what has been organized. A person bases interpretation on what he or she expects or what is 
familiar. For this reason, a manufacturer who changes a product or its package faces a major 
problem: when people are looking for the old, familiar product or package, they may not 
recognize the new one. Consider PepsiCo, who pulled the plug on a package redesign for its 
Tropicana juices after consumer outrage over the new look affected sales.? Consumers were 
happy with the look of the old containers and felt it was too difficult to distinguish between 
different types of juice with the new container design. Unless a product or package change is 
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accompanied by a promotional program that makes people aware of the change, an organiza- 
tion may suffer a sales decline, like that of Tropicana’s. 

Although marketers cannot control buyers’ perceptions, they often try to influence them 
through information. Several problems may arise from such attempts, however. First, a con- 
sumer's perceptual process may operate so that a seller’s information never reaches that person. 
For example, a buyer may block out a salesperson’s presentation. Second, a buyer may receive 
a seller's information but perceive it differently than was intended, as occurs in selective dis- 
tortion. For instance, when a toothpaste producer advertises that “35 percent of the people 
who use this toothpaste have fewer cavities,” a customer might infer that 65 percent of users 
have more cavities. Third, a buyer who perceives information inputs to be inconsistent with 
prior beliefs is likely to forget the information quickly, as is the case with selective retention. 


MoTrTIvEs 


A motive is an internal energizing force that directs a person’s activities toward satisfying 
needs or achieving goals. Buyers’ actions are affected by a set of motives rather than by just 
one motive. At a single point in time, some of a person’s motives are stronger than others. For 
example, a person’s motives for having a cup of coffee are much stronger right after waking 
up than just before going to bed. Some motives may help an individual achieve his or her 
goals, whereas others create barriers to goal achievement. Motives also affect the direction and 
intensity of behavior. For example, with e-commerce on the rise, researchers feel an increasing 


need to understand the motives of online shoppers and how it affects their buying behavior. 
Recent research into this area divided online shoppers by 
two basic motivations: utilitarian (or functional) shoppers 
and hedonic (or nonfunctional) shoppers. Utilitarian con- 
sumers shop online because it is a useful and fast way to 
purchase certain items, whereas hedonic consumers shop 
online because it is a fun and enjoyable way to find bar- 
gains. The research found that hedonic consumers spent 
more time on the Internet for each purchase and shopped 
online more often than utilitarian consumers. Hedonic 
consumers were also more likely to make impulse buys 
online and engage in bidding wars on sites like eBay.* 

Abraham Maslow, an American psychologist, con- 
ceived a theory of motivation based on a hierarchy of needs. 
According to Maslow, humans seek to satisfy five levels of 
needs, from most important to least important, as shown in 
Figure 6.2. This sequence is known as Maslow’s hierarchy 
of needs. Once needs at one level are met, humans seek to 
fulfill needs at the next level up in the hierarchy. 

At the most basic level are physiological needs, require- 
ments for survival such as food, water, sex, clothing, and 
shelter, which people try to satisfy first. Food and beverage 
marketers often appeal to physiological needs. Marketers 
of whitening toothpastes such as Rembrant sometimes 
promote their brands based on sex appeal. 

At the next level are safety needs, which include security 
and freedom from physical and emotional pain and suffer- 


we can help you give them 
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Motives 


ing. Life insurance, automobile air bags, carbon monox- Financial planners and private bankers provide services that often 
ide detectors, vitamins, and decay-fighting toothpastes are appeal to customers’ needs for love and security. 


products that consumers purchase to meet safety needs. 
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_FIGURE 6.2 _Maslow’s Hierarchy of Needs 


Self-actualization needs 


Esteem needs 


Social needs 


Safety needs 


Physiological needs 


Maslow believed that people seek to fulfill five categories of needs. 


Next are social needs: the human requirements for love and affection and a sense of 
belonging. Advertisements frequently appeal to social needs. Ads for cosmetics and other 
beauty products, jewelry, and even cars often suggest that purchasing these products will 
bring love. Certain types of trendy clothing, such as Abercrombie jeans, Nike athletic shoes, 
or [-shirts imprinted with logos or slogans, appeal to the customer’s need to belong. 

At the level of esteem needs, people require respect and recognition from others as well 
as self-esteem, a sense of one’s own worth. Owning a Lexus automobile, having a beauty 
makeover, or flying first class can satisfy esteem needs. Many consumers are more willing 
to purchase products, even if they cost more, from firms that have a reputation for making 
charitable contributions. Part of this may be motivated by a desire by consumers to be per- 
ceived as caring about socially responsible causes. 

At the top of the hierarchy are se/f-actualization needs. These refer to people’s needs to 
grow and develop and to become all they are capable of becoming. Some products that satisfy 
these needs include fitness center memberships, education, self-improvement workshops, 
and skiing lessons. In its recruiting advertisements, the U.S. Army told potential enlistees to 
“be all that you can be in the Army,” a message that implies that people can reach their full 
potential by enlisting in the U.S. Army. 

Motives that influence where a person purchases products on a regular basis are called 
patronage motives. A buyer may shop at a specific store because of such patronage motives 
as price, service, location, product variety, or friendliness of salespeople. To capitalize on 
patronage motives, marketers try to determine why regular customers patronize a particular 
store and to emphasize these characteristics in the store’s marketing mix. 


LEARNING 


Learning refers to changes in a person’s thought processes and behavior caused by infor- 
mation and experience. Consequences of behavior strongly influence the learning process. 
Behaviors that result in satisfying consequences tend to be repeated. For example, a con- 
sumer who buys a Snickers candy bar and enjoys the taste is more likely to buy a Snickers 
again. In fact, the individual will probably continue to purchase that brand until it no longer 
provides satisfaction. When outcomes of the behavior are no longer satisfying, the person 
may switch brands or stop eating candy bars altogether. 

When making purchasing decisions, buyers process information. Individuals’ abilities 
in this regard differ. The type of information inexperienced buyers use may differ from the 
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Anthropologist as Market Researcher 


hy would Intel, a company known for computer tation to management or attended a company meeting, she 
chips and other high-tech products, have a cul- had to explain what a cultural anthropologist was and why her 
tural anthropologist on staff? Genevieve Bell, research was useful for Intel. 


Intel’s director of interaction and experience research, uses her 
background in cultural anthropology to study how consum- 
ers use cell phones, computers, and other electronic gadgets 
in their daily lives. The insights she gains from observing 
consumers at home and at work, as well as from surveying 
consumers about their behavior and motivation, helps Intel 
decide which new products to make and which technologies 
will be the most important in target markets. 


Now, as she travels the world from Milan to Melbourne to 
Malaysia, Bell gathers all kinds of data, such as the way some 
teenagers swap cell phones for a day and how families figure 
out what to watch on television. Interpreting this information 
gives her a better sense of how customers think about elec- 
tronic products, how often they use them and for what pur- 
pose, and what they like and dislike. Based on Bell’s research, 
Intel’s engineers and product designers are designing a variety 


Bell joined Intel in 1998, when the company wanted a clearer of new chips specifically geared to the lifestyle, habits, and 
picture about the future impact of computing technology on aspirations of customers worldwide who use digital devices 
daily life. For the first few years, every time Bell made a presen- every day.’ 


type used by experienced shoppers who are familiar with the product and purchase situation. 
Thus, two potential purchasers of an antique desk may use different types of information in 
making their purchase decisions. The inexperienced buyer may judge the desk’s value by price, 
whereas the more experienced buyer may seek information about the manufacturer, period, 
and place of origin to judge the desk’s quality and value. Consumers who lack experience may 
seek information from others when making a purchase and even take along an informed “pur- 
chase pal.” More experienced buyers have greater self-confidence and more knowledge about 
the product and can recognize which product features are reliable cues to product quality. 

Marketers help customers learn about their products by helping them gain experience 
with them. Free samples, sometimes coupled with coupons, can successfully encourage trial 
and reduce purchase risk. For instance, because some consumers may be wary of exotic menu 
items, restaurants sometimes offer free samples. In-store demonstrations foster knowledge of 
product uses. A software producer may use point-of-sale product demonstrations to intro- 
duce a new product. Test drives give potential new-car purchasers some experience with the 
automobile’s features. 

Consumers also learn by experiencing products indirectly through information from 
salespeople, advertisements, websites, friends, and relatives. Through sales personnel and 
advertisements, marketers offer information before (and sometimes after) purchases to 
influence what consumers learn and to create more favorable attitudes toward the product. 
However, their efforts are seldom fully successful. Marketers encounter problems in attract- 
ing and holding consumers’ attention, providing consumers with important information for 
making purchase decisions, and convincing them to try the product. 


ATTITUDES 


An attitude is an individual’s enduring evaluation of feelings about and behavioral tenden- 
cies toward an object or idea. The objects toward which we have attitudes may be tangible or 


Communicating an 
Attitude 

A growing segment of the 
population buys local and 
organic, expressing their 
attitudes toward food quality 
and point of origin. 
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intangible, living or nonliving. For example, we have attitudes toward sex, religion, politics, 
and music, just as we do toward cars, football, and breakfast cereals. Although attitudes can 
change over time, they generally tend to remain stable and do not vary much in the short term. 
However, all of a person’s attitudes do not have equal impact at any one time; some are stronger 
than others. Individuals acquire attitudes through experience and interaction with other people. 

An attitude consists of three major components: cognitive, affective, and behavioral. The 
cognitive component is the person’s knowledge and information about the object or idea. The 
affective component comprises the individual's feelings and emotions toward the object or idea. 
Emotions involve both psychological and biological elements. They relate to feelings and can cre- 
ate visceral responses related to behavior. Love, hate, and anger are emotions that can influence 
behavior. For some people, certain brands, such as Apple Inc., Starbucks, or their favorite sports 
franchise, elicit an emotional response. Firms that create an emotional experience or connection 
establish a positive brand image and will contribute to customer affinity and loyalty. This means 
it is important for marketers to generate authentic, genuine messages that consumers can relate 
to emotionally.’ The behavioral component manifests itself in the person’s actions regarding the 
object or idea. Changes in one of these components may or may not alter the other components. 
Thus, a consumer may become more knowledgeable about a specific brand without changing 
the affective or behavioral components of his or her attitude toward that brand. 

Consumer attitudes toward a company and its products greatly influence success or fail- 
ure of the firm’s marketing strategy. When consumers have strong negative attitudes toward 
one or more aspects of a firm’s marketing practices, they may not only stop using its products 
but also urge relatives and friends to do likewise. 

Because attitudes play an important part in determining consumer behavior, marketers 
should measure consumer attitudes toward prices, package designs, brand names, advertise- 
ments, salespeople, repair services, store locations, features of existing or proposed products, 
and social responsibility efforts. Seeking to understand attitudes has resulted in two major 
academic models: the attitude toward the object (the Fishbein model) and the behavioral 
intentions model (also known as the Theory of Reasoned Action). These models provide an 
understanding of the role of attitudes in decision making. 


SUPPORT HARFORD’S FARMS 
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The attitude toward the object model can be used to understand, and possibly predict, 
a consumer's attitude. The three elements of this model include beliefs about product attri- 
butes, the strength of the belief, and the evaluation of the belief. These elements combine to 
form what is called the overall attitude toward the object.!° The behavioral intentions model, 
rather than focusing on attributes, focuses on intentions to act or purchase. This model con- 
siders consumer perceptions of what other people, such as peers, believe is the best choice 
among a set of alternatives. This model also focuses on attitudes toward the buying behavior, 
not toward the object. The subjective norm component is important in recognizing that 
individuals live in an inherently social environment and are influenced by what others think 
and believe. Consider attitudes toward personal appearance (such as what clothes people 
wear, hairstyles, or body modifications such as piercings or tattoos). Consumers will take 
into account what others will think of their decisions. Many people are motivated to comply 
with what others hold to be an acceptable norm and stay in close communication through 
traditional word-of-mouth communications, media, and online social networking. 

Several methods help marketers gauge consumer attitudes. One of the simplest ways is 
to question people directly. The Internet and social networking sites have become valuable 
tools for marketers seeking information on consumer attitudes. Using sites like Facebook, 
companies can ask consumers directly for feedback and reviews of their products. Marketers 
also evaluate attitudes through attitude scales. An attitude scale usually consists of a series 
of adjectives, phrases, or sentences about an object. Respondents indicate the intensity of 
their feelings toward the object by reacting to the adjectives, phrases, or sentences in a certain 


way. For example, a marketer who is measuring people's attitudes toward shopping might ask 
respondents to indicate the extent to which they agree or dis- 
agree with a number of statements, such as “shopping is more : 
fun than watching television.” By using an attitude scale, a mar- Marketing Debate 
keting research company was able to identify and classify six 
major types of clothing purchasers. The scale was based on such 


attributes as demographics, media use, and purchase behavior. How Many Times Can 
When marketers determine that a significant number y Company Violate a 

of consumers have negative attitudes toward an aspect of a ; . 

marketing mix, they may try to change those attitudes to Customer’s Trust: 


make them more favorable. This task is generally lengthy, 
expensive, and difficult and may require extensive promo- 
tional efforts. For instance, Walmart, after years of negative 


ISSUE: Can automakers regain the public's trust after 
their cars burst into flames or speed out of control? 


publicity over how it treated its workers, its unsustainable That's the situation facing India’s Tata Motors and Japan's 
supply chain, and its negative impacts on the environment, Toyota. Tata makes the Nano, the world’s cheapest car. 
made a concerted effort to change consumers’ perceptions. Initial sales were strong but plummeted after a handful 
The retail giant altered its slogan to “Save Money. Live of Nanos caught fire. Instead of a formal recall, Tata 
Better.” It also announced that it is undertaking an ambi- asked owners to bring in their cars for a checkup. It also 
tious plan to track the carbon footprint of every product in extended the car's warranty, in the hope of winning back 
its store. Although expensive, the move has helped Walmart customers’ trust. 

make gradual inroads with consumer groups that previously Toyota is trying to revive its quality reputation after 


shunned the chain. To alter consumers’ responses so that 


widespread problems related to stuck accelerator 
more of them buy a given brand, a firm might launch an 


a pedals. Because the company was slow to issue recalls, 
information-focused campaign to change the cognitive com- it had to pay hefty fines. Although a report by the 


ponent of a consumer’s attitude or a persuasive (emotional) National Highway Transportation Safety Administration 
campaign to influence the affective component. Distributing 
free samples might help change the behavioral component. 
Both business and nonbusiness organizations try to change 
people’s attitudes about many things, from health and safety 
to prices and product features. 


attributed driver error as the cause of many Toyota 
collisions, the company still made quality mistakes that 
resulted in recalls. Will buyers trust Toyota again?” 
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eBay’s Green Team Gets Greener 


ince 2007, eBay's Green Team has been hard at work society to use what already exists,” says the head of the Green 

promoting sustainability worldwide. The company, a Team. Buying and selling used merchandise benefits the 

pioneer in the online auction business, uses the slogan environment by conserving natural resources and “recycling” 
“Inspiring the world to buy, sell, and think green every day” to unwanted items to new owners. 
convey its environmental commitment. The Green Team consists of 2,400 employees in 23 nations, 
Through blog entries (at www.ebaygreenteam.com), Twitter plus thousands of eBay sellers who submit ideas of their own. 
posts (http://twitter.com/eBayGreen), and Facebook entries One idea that came from the eBay community was the eBay 
(www.facebook.com/eBayGreen), the Green Team highlights Box, a cardboard box that can be reused over and over when 
eco-friendly practices for the sellers and buyers who use sellers ship items to buyers.‘ 


eBay. “Our single-minded mission is to build a movement in 


personality 

A set of internal traits and 
distinct behavioral tendencies 
that result in consistent patterns 
of behavior in certain situations 


self-concept 
A perception or view of oneself 


PERSONALITY AND SELF-CONCEPT 


Personality is a set of internal traits and distinct behavioral tendencies that result in consistent 
patterns of behavior in certain situations. An individual’s personality arises from hereditary 
characteristics and personal experiences that make the person unique. Personalities typically 
are described as having one or more characteristics, such as compulsiveness, ambition, gre- 
gariousness, dogmatism, authoritarianism, introversion, extroversion, and competitiveness. 
Marketing researchers look for relationships between such characteristics and buying behav- 
ior. Even though a few links between several personality traits and buyer behavior have been 
determined, results of many studies have been inconclusive. The weak association between 
personality and buying behavior may be the result of unreliable measures rather than a lack 
of a relationship. A number of marketers are convinced that consumers’ personalities do 
influence types and brands of products purchased. For example, the type of clothing, jewelry, 
or automobile a person buys may reflect one or more personality characteristics. The VALS™ 
program is one consumer framework, based on individual personality differences, that is suc- 
cessful. (See the following Lifestyles section.) 

At times, marketers aim advertising at Certain types of personalities. For instance, ads for cer- 
tain cigarette brands are directed toward specific personality types. Marketers focus on positively 
valued personality characteristics, such as security consciousness, sociability, independence, or 
competitiveness, rather than on negatively valued ones, such as insensitivity or timidity. 

A person’s self-concept is closely linked to personality. Self-concept (sometimes called 
self-image) is a perception or view of oneself. Individuals develop and alter their self-concepts 
based on an interaction between psychological and social dimensions. Research shows that 
buyers purchase products that reflect and enhance their self-concepts and that purchase deci- 
sions are important to the development and maintenance of a stable self-concept. For exam- 
ple, consumers who feel insecure about their self-concept may purchase products that help 
them bolster the image of themselves that they would like to project.'' Consumers’ self-con- 
cepts may influence whether they buy a product in a specific product category and may affect 
brand selection as well as where they buy. Consider Timothy S. Leatherman, who named his 
specialty pocketknife the Pocket Survival Tool. He did so to attract the attention of outdoor 
survivalists. The ploy worked; it turns out that many people envisioned themselves needing 
such a tool in their pockets. It didn’t take long for sales to grow beyond expectations.” 
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LIFESTYLES 


As we saw in Chapter 5, many marketers attempt to segment markets by lifestyle. A lifestyle is 
an individual’s pattern of living expressed through activities, interests, and opinions. Lifestyle 
patterns include the ways people spend time, the extent of their interaction with others, and 
their general outlook on life and living. People partially determine their own lifestyles, but 
the pattern is also affected by personality and by demographic factors such as age, education, 
income, and social class. Lifestyles are measured through a lengthy series of questions. 

Lifestyles have a strong impact on many aspects of the consumer buying decision pro- 
cess, from problem recognition to postpurchase evaluation. Lifestyles influence consumers’ 
product needs, brand preferences, types of media used, and how and where they shop. 

One of the most popular frameworks for exploring consumer lifestyles is a survey from 
Strategic Business Insights (SBI), a spin-out of SRI International. The company’s VALS 
Program uses a short questionnaire to help classify consumers into eight basic groups: 
Innovators, Thinkers, Achievers, Experiencers, Believers, Strivers, Makers, and Survivors (see 
Figure 6.3). The segmentation is based on psychological characteristics that are correlated 


FIGURE 6.3 VALS™ Types 
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with purchase behavior and four key demographics. This VALS questionnaire is then attached 
to larger surveys, such as GfK MRI’s Survey of the American Consumer, that focus on par- 
ticular products, services, leisure activities, or media preferences to learn about the lifestyles 
of the eight groups.'’ VALS is a framework that links personality with consumers’ lifestyles. 


Social Influences on the Buying 
Decision Process 


Forces that other people exert on buying behavior are called social influences. As Figure 6.1 
shows, they are grouped into five major areas: roles, family, reference groups and opinion 
leaders, social classes, and culture and subcultures. 


ROLES 


All of us occupy positions within groups, organizations, and institutions. As part of each 
position, we all play one or more roles, which are sets of actions and activities a person in 
a particular position is supposed to perform based on expectations of both the individual 
and surrounding persons. Because people occupy numerous 
positions, they have many roles. For example, a man may per- 
form the roles of son, husband, father, employee or employer, 
church member, civic organization member, and student in an 
evening college class. Thus, multiple sets of expectations are 
placed on each person’s behavior. 

An individual’s roles influence both general behavior and buy- 
ing behavior. The demands of a person’s many roles may be diverse 
and even inconsistent. Consider the various types of clothes that 
you buy and wear depending on whether you are going to class, to 
work, to a party, or to the gym. You and others involved in these 
settings have expectations about what is acceptable clothing for 
these events. Thus, the expectations of those around us affect our 
purchases of clothing and many other products. 


FAMILY INFLUENCES 


Family influences have a direct impact on the consumer buy- 
ing decision process. Parents teach children how to cope with a 
variety of problems, including those dealing with purchase deci- 
sions. Consumer socialization is the process through which a 
person acquires the knowledge and skills to function as a con- 
sumer. Often, children gain this knowledge and set of skills 
by observing parents and older siblings in purchase situations, 
as well as through their own purchase experiences. Children 
observe brand preferences and buying practices in their families 
and, as adults, retain some of these brand preferences and buying 
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Vacations, such as a trip to Disney World, are highly practices as they establish and raise their own families. Buying 
influenced by parents’ needs as well as children’s decisions made by a family are a combination of group and indi- 
desires. Children learn a great deal from their parents vidual decision making. 

about buying decisions associated with vacation travel. The extent to which family members take part in family 


decision making varies among families and product categories. 
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_TABLE 6.2 Types of Family Decision Making 


Decision-Making Type Decision Maker Types of Products 


Husband dominant Male head of household Lawn mowers, hardware and tools, stereos, 
automobile parts 

Wife dominant Female head of household Children’s clothing, women’s clothing, groceries, 
household furnishings 

Autonomic Equally likely to be made by the Men’s clothing, luggage, toys and games, sporting 

husband or wife, but not by both equipment, cameras 

Syncratic Made jointly by husband and wife Vacations, TVs, living room furniture, carpets, financial 

planning services, family cars 


Traditionally, family decision-making processes have been grouped into four categories: auto- 
nomic, husband dominant, wife dominant, and syncratic, as shown in Table 6.2. Although 
female roles continue to change, women still make buying decisions related to most house- 
hold items, including health-care products, laundry supplies, paper products, and foods. 
Indeed, research indicates that women are the primary decision makers for 75 percent of all 
consumer buying decisions.’ Spouses participate jointly in the purchase of a variety of prod- 
ucts, especially durable goods. 

The family life-cycle stage affects individual and joint needs of family members. For 
example, consider how the car needs of recently married “twenty-somethings” differ from 
those of the same couple when they are “forty-somethings” with a 13-year-old daughter and 
a 17-year-old son. Family life-cycle changes can affect which family members are involved in 
purchase decisions and the types of products purchased. Children make many purchase deci- 
sions and influence numerous household purchase decisions. 

When two or more family members participate in a purchase, their roles may dic- 
tate that each is responsible for performing certain purchase-related tasks, such as initiat- 
ing the idea, gathering information, determining if the product is affordable, deciding 
whether to buy the product, or selecting the specific brand. The specific purchase tasks 
performed depend on the types of products being considered, the kind of family purchase 
decision process typically employed, and the amount of influence children have in the 
decision process. Thus, different family members may play different roles in the family 
buying process. 

Within a household, an individual may perform one or more roles related to making 
buying decisions. The gatekeeper is the household member who collects and controls 
information. This may include price and quality comparisons, locations of sellers, and 
assessment of which brand best suits the family’s needs. For example, if a family is plan- 
ning a summer vacation, the gatekeeper might compare prices for hotels and airfare. The 
influencer is a family member who expresses his or her opinions and tries to influence 
buying decisions. In the vacation example, an influencer might be a child who wants to 
go to Disney World or a teenager who wants only to go snowboarding. The decider is a 
member who makes the buying choice. This role switches based on the type and expense 
of the product being purchased. In the case of a vacation, the decider will more likely 
be the adults, who use a combination of information, influences, and their own prefer- 
ences. The buyer is a member who actually makes the purchase. After the family has 
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decided to go to Disney World, the buyer will make all of the actual travel purchases. 
The user is a household member who consumes or uses the product. In this Disney 
World example, all members of the family would be users. 


REFERENCE GROUPS 


A reference group is a group that a person identifies with so strongly that he or she adopts 
the values, attitudes, and behavior of group members. Reference groups can be large or small. 
Most people have several reference groups, such as families, work-related groups, fraternities 
or sororities, civic clubs, professional organizations, or church-related groups. 

In general, there are three major types of reference groups: membership, aspirational, 
and disassociative. A membership reference group is one to which an individual actually 
belongs; the individual identifies with group members strongly enough to take on the values, 
attitudes, and behaviors of people in that group. An aspirational reference group is a group 
to which a person aspires to belong; the individual desires to be like those group members. A 
group that a person does not wish to be associated with is a disassociative or negative refer- 
ence group; the individual does not want to take on the values, attitudes, and behavior of 
group members. 

A reference group may serve as an individual’s point of comparison and source of infor- 
mation. A customer's behavior may change to be more in line with actions and beliefs of 
group members. For instance, a person may stop buying one brand of shirts and switch to 
another based on reference group members’ advice. An individual may also seek information 
from the reference group about other factors regarding a prospective purchase, such as where 
to buy a certain product. 

The extent to which a reference group affects a purchase decision depends on the prod- 
uct’s conspicuousness and on the individual’s susceptibility to reference group influence. 
Generally, the more conspicuous a product, the more likely that reference groups will influ- 
ence the purchase decision. A product's conspicuousness is determined by whether others can 
see it and whether it can attract attention. Reference groups can affect whether a person does 
or does not buy a product at all, buys a type of product within a product category, or buys a 
specific brand. 

A marketer sometimes tries to use reference group influence in advertisements by sug- 
gesting that people in a specific group buy a product and are highly satisfied with it. In this 
type of appeal, the advertiser hopes that many people will accept the suggested group as 
a reference group and buy (or react more favorably to) the product. Whether this kind of 
advertising succeeds depends on three factors: how effectively the advertisement communi- 
cates the message, the type of product, and the individual's susceptibility to reference group 
influence. 


OPINION LEADERS 


An opinion leader is a member of an informal group who provides information about a 
specific topic, like software, to other group members who seek that information. He or she 
is in a position or has knowledge or expertise that makes him or her a credible source of 
information about a few topics. Opinion leaders are easily accessible, and they are viewed by 
other group members as being well informed about a particular topic. Opinion leaders are 
not the foremost authority on all topics, but because such individuals know they are opinion 
leaders, they feel a responsibility to remain informed about a topic and thus seek out adver- 
tisements, manufacturers’ brochures, salespeople, and other sources of information. Opinion 
leaders have a strong influence on the behavior of others in their group, particularly relating 
to product adoption and purchases. 
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Opinion Leader 


Possible Topics 
Local religious leader 
Sorority president 


“Movie buff” friend 
to watch 


Family doctor 


Prescription drugs, vitamins, health products 


Charities to support, political ideas, lifestyle choices 
Clothing and shoe purchases, hair styles, nail and hair salons 


Movies to see in theater or to rent, DVDs to buy, television programs 


“Techie” acquaintance | Computer and other electronics purchases, software purchases, 


Internet service choices, video game purchases 


An opinion leader is likely to be most influential when consumers have high product 


involvement but low product knowledge, when they share the opinion leader’s values and 
attitudes, and when the product details are numerous or complicated. Possible opinion lead- 


ers and topics are shown in Table 6.3. 


SOCIAL CLASSES 


In all societies, people rank others into higher or lower positions of respect. This ranking pro- 
cess, called social stratification, results in social classes. A social class is an open aggregate of 


people with similar social rank. A class is referred to as open 
because people can move into and out of it. Criteria for group- 
ing people into classes vary from one society to another. In the 
United States, we take into account many factors, including 
occupation, education, income, wealth, race, ethnic group, and 
possessions. A person who is ranking someone does not neces- 
sarily apply all of a society's criteria. Sometimes, too, the role 
of income tends to be overemphasized in social class determi- 
nation. Although income does help determine social class, the 
other factors also play a role. Within social classes, both incomes 
and spending habits differ significantly among members. 

Analyses of social class in the United States commonly 
divide people into three to seven categories. Social scientist 
Richard P. Coleman suggests that for purposes of consumer 
analysis the population is divided into the three major status 
groups shown in Table 6.4. However, he cautions marketers 
that considerable diversity exists in people's life situations 
within each status group. 

To some degree, individuals within social classes develop 
and assume common behavioral patterns. They may have 
similar attitudes, values, language patterns, and possessions. 
Social class influences many aspects of people’s lives. Because 
people have the most frequent interaction with people from 
within their own social class, most people are more likely to 
be influenced by others within their own class than by those 
in other classes. For example, it affects their chances of having 


social class 
An open group of individuals 
with similar social rank 


Entrepreneurship in Marketing 


Pampered Pets Fly in Style 


Entrepreneurs Alysa Binder and Dan Weisel founded 

Pet Airways as an airline exclusively for dogs, cats, and 
other pampered pets. Its first flight was in 2009; now, the 
airline flies to nine cities and is expanding its service as 
the idea of jet-setting pets takes off. 


Pets flying Pet Airways have access to special pet- 

only airport lounges, regular “potty breaks,’ first-class 
cabin accommodations, and personal attention every 

15 minutes once they're in the air. The founders have 
arranged everything to reassure owners that the airline's 
“pawsengers’ will be safe, comfortable, and happy from 
the moment their paws leave the ground until they're 
reunited with their owners at the end of the journey. 


Owners can track a pet's flight online in real time, and if 
Pet Airways must delay or cancel a flight, it quickly notifies 
owners by phone or e-mail. And the cost? That depends 
on the pet's size and how far the pet will be traveling. 
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TABLE 6.4 Social Class Behavioral Traits and Purchasing Characteristics = = = 


Class (Percent of Population) 


Upper Americans 


Upper-upper (0.5) 


Lower-upper (3.8) 


Upper-middle (13.8) 


Middle Americans 


Middle class (32.8) 


Working class (32.3) 


Behavioral Traits Buying Characteristics 


Social elite 


Children attend private preparatory 
Of aristocratic, prominent families schools and best colleges 


Inherited their position in society Do not consume ostentatiously 
Spend money on private clubs, various 
causes, and the arts 


Newer social elite Purchase material symbols of their 


Successful professionals earning very status, such as large, suburban houses 
high incomes and expensive automobiles 


Earned their position in society Provide a substantial market for luxury 
product offerings 


Visit museums and attend live theater 


Spend money on skiing, golf, 
swimming, and tennis 


Career-oriented, professional degree Provide a substantial market for quality e 
holders product offerings ” 
Demand educational attainment of Family lifestyle characterized as 
their children gracious yet careful 

Spend money on movies, gardening, 
and photography 


“Typical” Americans Greatly value living in a respected 
neighborhood and keep their homes 


well furnished 


Work conscientiously and adhere to 
culturally defined standards 


Average-pay white-collar workers Generally price sensitive 


Adopt conventional consumption 
tastes and consult category experts 


Attend church and obey the law 


Often very involved in children’s school 
and sports activities Spend on family-oriented, physical 
activities, such as fishing, camping, 


boating, and hunting 


Average-pay blue-collar workers Reside in small houses or apartments in 


ee 
Live a routine life with unchanging depressed areas a 
day-to-day activities Impulsive as consumers yet display e 


Hold jobs that entail manual labor and | high loyalty to national brands 


moderate skills Seek best bargains 


Some are union members Enjoy leisure activities like local travel 


Socially not involved in civic or church and recreational parks 
activities; limit social interaction to 


close neighbors and relatives 
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.4 Social Class Behavioral Traits and Purchasing Characteristics (continued)  =—— 


Lower Americans 


Upper-lower (9.5) Low-income individuals who generally | Living standard is just above poverty 


fail to rise above this class 


Seek pleasure whenever possible, 
especially through impulse purchases 


Reject middle-class morality 


Frequently purchase on credit 


Lower-lower (7.3) Some are on welfare and may be Spend on products needed for survival 


homeless 


Able to convert discarded goods into 
usable items 


Poverty stricken 


Some have strong religious beliefs 


Some are unemployed 


In spite of their problems, often good- 
hearted toward others 


May be forced to live in less desirable 
neighborhoods 


Sources: Roger D. Blackwell, Paul W. Miniard, and James F. Engel, Consumer Behavior, 10th ed. (Mason, OH: South-Western, 2005); “The Continuing 
Significance of Social Class Marketing,” Journal of Consumer Research 10 (Dec. 1983): 265-280; Eugene Sivadas, George Mathew, and David J. Curry, “A 
Preliminary Examination of the Continued Significance of Social Class in Marketing,” Journal of Consumer Marketing 14, no. 6 (1997): 463-469. 


children and their children’s chances of surviving infancy. It influences their childhood train- 
ing, choice of religion, financial planning decisions, access to higher education, selection of 
occupation, and leisure time activities. Because social class has a bearing on so many aspects 
of a person's life, it also affects buying decisions. 

Social class influences people’s spending, saving, and credit practices. It determines to 
some extent the type, quality, and quantity of products a person buys and uses. For instance, 
it affects purchases of clothing, foods, financial and health-care services, travel, recreation, 
entertainment, and home furnishings. The behaviors of people in one class can influence con- 
sumers in others. Most common is the “trickle-down” effect in which members of lower classes 
attempt to emulate members of higher social classes, such as purchasing expensive automo- 
biles, homes, appliances, and other status symbols. For example, couture fashions designed for 
the upper class influence the clothing sold in department stores frequented by the middle class, 
which eventually influences the working class who shop at discount clothing stores. Less often, 
status float will occur, when a product that is traditionally associated with a lower class gains 
status and usage among upper classes. Blue jeans, for example, were originally worn exclusively 
by the working class. Youth of the 1950s began wearing them as a symbol of rebellion against 
their parents. By the 1970s and 1980s, jeans had also been adopted by upper-class youth when 
they began to acquire designer labels. Today, blue jeans are acceptable attire for all social classes 
and cost anywhere from a few dollars to thousands of dollars, depending on the brand. 

Social class also affects an individual’s shopping patterns and types of stores patronized. 
In some instances, marketers attempt to focus on certain social classes through store location 
and interior design, product design and features, pricing strategies, personal sales efforts, and 
advertising. Many companies focus on the middle and working classes because they account 
for such a large portion of the population. Outside the United States, the middle class is 
growing in India, China, Mexico, and other countries, making these consumers increasingly 
desirable to marketers as well. Some firms target different classes with different products. 


culture 

The accumulation of values, 
knowledge, beliefs, customs, 
objects, and concepts that a 
society uses to cope with its 
environment and passes on to 
future generations 


subculture 

A group of individuals whose 
characteristics, values, and 
behavioral patterns are similar 
within the group and different 
from those of people in the 
surrounding culture 


Subculture 

Subcultures can be based on 
demographic characteristics, 
such as ethnicity. 
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For example, luxury brands BMW and Mercedes-Benz have both released more moderately 
priced vehicles ($20,000 to $40,000) to target middle-class consumers, although it usually 


targets upper-class customers with more expensive vehicles ($80,000 plus).' 


CULTURE AND SUBCULTURES 


Culture is the accumulation of values, knowledge, beliefs, customs, objects, and concepts 
that a society uses to cope with its environment and passes on to future generations. Examples 
of objects are foods, furniture, buildings, clothing, and tools. Concepts include education, 
welfare, and laws. Culture also includes core values and the degree of acceptability of a wide 
range of behaviors in a specific society. For example, in U.S. culture, customers as well as 
businesspeople are expected to behave ethically. 

Culture influences buying behavior because it permeates our daily lives. Our culture 
determines what we wear and eat and where we reside and travel. Society’s interest in the 
healthfulness of food affects food companies’ approaches to developing and promoting 
their products. Culture also influences how we buy and use products and our satisfac- 
tion from them. In U.S. culture, makers of furniture, cars, and clothing strive to under- 
stand how people’s color preferences are changing. 

Because culture determines product purchases and uses to some degree, cultural changes 
affect product development, promotion, distribution, and pricing. Food marketers, for 
example, have made a multitude of changes in their marketing efforts. Thirty years ago, most 
USS. families ate at least two meals a day together, and the mother spent four to six hours a 
day preparing those meals. Today, the majority of women work outside the home before they 
reach retirement age, and average family incomes have risen considerably. These shifts, along 
with scarcity of time, have resulted in dramatic changes in the national per capita consump- 
tion of certain food products, such as take-out foods, frozen dinners, and shelf-stable foods. 

When U.S. marketers sell products in other countries, they realize the tremendous impact 
those cultures have on product purchases and use. Global marketers find that people in 
other regions of the world have different attitudes, values, and needs, which call for different 
methods of doing business as well as different types of marketing mixes. Some international 
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marketers fail because they do not or cannot 
adjust to cultural differences. 

A culture consists of various subcultures. 
A subculture is a group of individuals whose 
characteristics, values, and behavioral patterns 
are similar within the group and different from 
those of people in the surrounding culture. 
Subcultural boundaries are usually based on geo- 
graphic designations and demographic charac- 
teristics, such as age, religion, race, and ethnicity. 
US. culture is marked by many different sub- 
cultures. Among them are West Coast, teenage, 
Asian American, and college students. Within 
subcultures, greater similarities exist in people's 
attitudes, values, and actions than within the 
broader culture. For example, teenage girls in 
the United States are 84 percent more likely to Sof ees ca sn sg Por Eoece Suen, arg ia US Cet 
consume iced coffee than other Americans.'° GANG LY BGyInG- FORE ee Cee 
Relative to other subcultures, individuals in one subculture may have stronger preferences for 
specific types of clothing, furniture, or foods. Research has shown that subcultures can play a 
significant role in how people respond to advertisements, particularly when pressured to make a 
snap judgment. It is important to understand that a person can be a member of more than one 
subculture and that the behavioral patterns and values attributed to specific subcultures do not 
necessarily apply to all group members. 

The percentage of the U.S. population consisting of ethnic and racial subcultures is expected 
to grow. By 2050, about one-half of the U.S. population will be members of racial and ethnic 
minorities. The U.S. Census Bureau reports that the three largest and fastest-growing ethnic 
U.S. subcultures are African Americans, Hispanics, and Asians.'’ Forty-six percent of children in 
the United States are minorities.'* The population growth of these subcultures interests market- 
ers. Businesses recognize that to succeed, their marketing strategies will have to take into account 


billions of dollars: 
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the values, needs, interests, shopping patterns, and buying habits of various subcultures. 


African American Subculture 


In the United States, the African American subculture represents 12.6 percent of the popula- 
tion.'? Like all subcultures, African American consumers possess distinct buying patterns. For 
example, African American consumers spend much of their money on depreciable products 
such as clothing, entertainment, food, and more.*” The combined buying power of African 
American consumers is projected to reach $1.2 trillion by 2015.7! 

With the election of the first African American president, many companies are renewing 
their focus on the African American community. Coca-Cola has launched a series of cam- 
paigns aimed specifically at African American mothers and teenagers, stating that they are the 
decision makers and the trend setters in their demographic. Allstate, the insurance company, 
places a hefty emphasis on multicultural advertising. It runs the Beyond February program— 
a 365-day-a-year promise to support and grow the African American community.” 


Hispanic Subculture 


Hispanics represent 16.3 percent of the U.S. population, and their buying power 
is expected to reach $1.5 trillion by 2015.** Hispanic buying power is expected to 
increase 50 percent within the next five years.* This development makes this subcul- 
ture a powerful and attractive consumer group for marketers. When considering the 
buying behavior of Hispanics, marketers must keep in mind that this subculture is 
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really composed of many diverse cultures coming 
from a huge geographic region that encompasses 
nearly two dozen nationalities, including Cuban, 
Mexican, Puerto Rican, Caribbean, Spanish, and 
Dominican. Each has its own history and unique 
culture that affect consumer preferences and buy- 
ing behavior. They should also recognize that the 
terms Hispanic and Latino refer to an ethnic cate- 
gory rather than a racial distinction. Because of the 
group’s growth and purchasing power, understand- 
ing the Hispanic subculture is critical to market- 
ers. Like African American consumers, Hispanics 
spend more of their income on housing, groceries, 
telephone services, children’s apparel, and shoes, 
while they spend less than average on health care, 
entertainment, and education.” 

To attract this powerful subculture, marketers 
are developing products and creating advertising 
and promotions with Hispanic values and prefer- 
ences in mind. For example, Colgate-Palmolive 
partnered with the Hispanic Dental Association 
to educate Hispanic families about proper oral 
care.*° Insurance company Allstate partnered with 
Spanish-language network Telemundo to create a 
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Hispanic Subculture digital award show based upon viewers’ favorite 
Marketers recognize the critical importance of understanding “novela moments.” (Novelas are Spanish-language 
the Hispanic subculture. 


soap operas.) Viewers watched novelas on http:// 

msnlatino.telemundo.com and voted for their 

favorite moments using 20 different categories. 
Before the shows began, viewers saw an Allstate advertisement that promoted the com- 
pany’s insurance services. The campaign was meant to educate the Hispanic market 
about insurance and create brand awareness for the company.” 


Asian American Subculture 


The term Asian American includes people from more than 15 ethnic groups, including 
Filipinos, Chinese, Japanese, Asian Indians, Koreans, and Vietnamese, and this group rep- 
resents 4.8 percent of the U.S. population.* The individual language, religion, and value 
system of each group influences its members’ purchasing decisions. Some traits of this sub- 
culture, however, carry across ethnic divisions, including an emphasis on hard work, strong 
family ties, and a high value placed on education. The combined buying power of Asian 
consumers is projected to reach $775 billion by 2015, a growth rate of 42 percent.” 

Marketers are targeting the diverse Asian American market in many ways. Walmart 
stores have established a multicultural marketing department and new Asian American strat- 
egies, among other moves. Walmart launched a back-to-school micro-site in English and 
Vietnamese. The site was positioned as a back-to-school resource for study and clothing tips, 
school supplies, and other suggestions.” 
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Consumer Misbehavior 


Approaching the topic of inappropriate consumer behavior requires some caution because 
of varying attitudes and cultural definitions of what comprises misbehavior. However, there 
is general agreement that some conduct, such as shoplifting or purchasing illegal drugs, falls 
under the category of activities that are not accepted by established norms. Therefore, we will 
define consumer misbehavior as simply behavior that violates generally accepted norms of 
a particular society. Shoplifting is one of the most obvious misconduct areas, with organized 
retail crime (where people are paid to shoplift certain goods from retail stores) on the rise. 
Experts estimate that organized retail crime alone costs businesses nearly $30 billion annu- 
ally.** Consumer motivation for shoplifting includes the low risk of being caught, a desire 
to be accepted by a group of peers (particularly among young people), and the excitement 
associated with the activity. 

Consumer fraud includes purposeful actions to take advantage of and/or damage 
others. Fraudulently obtaining credit cards, checks, bank accounts, or false insurance 
claims fall into this category. Some consumers engage in identity theft, which is a seri- 
ous and growing legal problem. Another example of consumer fraud would be purchas- 
ing a dress for a special event, wearing it once, and then returning it. To combat such 
behavior, Best Buy implemented a restocking fee to deal with consumers who purchased 
electronics, such as computers or televisions, used them for a short time, and then 
returned them. 

Copying computer software, video games, movies, or music (also known as piracy) is 
illegal and costs the electronics and entertainment industries an estimated $51 billion annu- 
ally.** The recording industry broadcasts messages explaining why sharing music may not 
be acceptable. Understanding motivations for piracy can be helpful in developing a plan to 
combat the issue. (See Table 6.5.) 

Yet another area of concern with consumer misbehavior is abusive consumers. Rude 
customers engage in verbal or physical abuse, can be uncooperative, and may even break 
policies. Airlines remove abusive customers, because they represent a threat to employees and 
other passengers. Belligerently drunk customers, especially in environments like bars and 
restaurants, have to be removed in order to protect others. Understanding the psychological 
and social reasons for consumer misconduct can be helpful in preventing or responding to 


the problem. 


LE 6.5 Motivations for Unethical or Illegal Misbehavior = 


- Justification/rationalization - The thrill of getting away with it 


- Economic reasons - There is little risk of getting caught 


+ People think they are smarter than others 


«It is accepted by peers 


Source: Kevin J. Shanahan and Michael J. Hyman, “Motivators and Enablers of SCOURing: A Study of Online Piracy in 
the US and UK,” Journal of Business Research 63 (September—October 2010): 1095-1102 (accessed March 31, 2011). 
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CHAPTER REVIEW 


Recognize the stages of the consumer buying 
decision process. 


The consumer buying decision process includes 
five stages: problem recognition, information 
search, evaluation of alternatives, purchase, and 
postpurchase evaluation. Not all decision pro- 
cesses culminate in a purchase, nor do all con- 
sumer decisions include all five stages. Problem 
recognition occurs when buyers become aware 
of a difference between a desired state and an 
actual condition. After recognizing the problem 
or need, buyers search for information about 
products to help resolve the problem or satisfy 
the need. In the internal search, buyers search 
their memories for information about products 
that might solve the problem. If they cannot 
retrieve from memory enough information for 
a decision, they seek additional information 
through an external search. A successful search 
yields a group of brands, called a consideration 
set, which a buyer views as possible alterna- 
tives. To evaluate the products in the consider- 
ation set, the buyer establishes certain criteria 
by which to compare, rate, and rank different 
products. Marketers can influence consumers’ 
evaluations by framing alternatives. In the pur- 
chase stage, consumers select products or brands 
on the basis of results from the evaluation stage 
and on other dimensions. Buyers also choose 
the seller from whom they will buy the product. 
After the purchase, buyers evaluate the product 
to determine if its actual performance meets 
expected levels. 


Understand the types of consumer decision 
making and the level of involvement. 


Buying behavior consists of the decision pro- 
cesses and acts of people involved in buying and 
using products. Consumer buying behavior is 
the buying behavior of ultimate consumers. An 
individual’s level of involvement—the impor- 
tance and intensity of interest in a product in a 
particular situation—affects the type of decision 
making process used. Enduring involvement is 
an ongoing interest in a product class because of 
personal relevance, whereas situational involve- 
ment is a temporary interest that stems from the 
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particular circumstance or environment in which 
buyers find themselves. There are three kinds of 
consumer decision making: routinized response 
behavior, limited decision making, and extended 
decision making. Consumers rely on routinized 
response behavior when buying frequently pur- 
chased, low-cost items requiring little search- 
and-decision effort. Limited decision making 
is used for products purchased occasionally or 
when buyers need to acquire information about 
an unfamiliar brand in a familiar product cat- 
egory. Consumers engage in extended decision 
making when purchasing an unfamiliar, expen- 
sive, or infrequently bought product. Purchase 
of a certain product does not always elicit the 
same type of decision making. Impulse buying 
is not a consciously planned buying behavior 
but involves a powerful urge to buy something 
immediately. 


Explore how situational influences may affect 
the consumer buying decision process. 


Three major categories of influences affect the 
consumer buying decision process: situational, 
psychological, and social. Situational influences 
are external circumstances or conditions exist- 
ing when a consumer makes a purchase deci- 
sion. Situational influences include surroundings, 
time, reason for purchase, and the buyer’s mood 
and condition. 


Understand the psychological influences that 
may affect the consumer buying decision 
process. 


Psychological influences partly determine peo- 
ple’s general behavior, thus influencing their 
behavior as consumers. The primary psychologi- 
cal influences on consumer behavior are percep- 
tion, motives, learning, attitudes, personality 
and self-concept, and lifestyles. Perception is the 
process of selecting, organizing, and interpreting 
information inputs (sensations received through 
sight, taste, hearing, smell, and touch) to produce 
meaning. The three steps in the perceptual pro- 
cess are selection, organization, and interpreta- 
tion. Individuals have numerous perceptions of 
packages, products, brands, and organizations 
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that affect their buying decision processes. A 
motive is an internal energizing force that orients 
a person's activities toward satisfying needs or 
achieving goals. Learning refers to changes in a 
person’s thought processes and behavior caused 
by information and experience. Marketers try to 
shape what consumers learn to influence what 
they buy. An attitude is an individual’s endur- 
ing evaluation, feelings, and behavioral tenden- 
cies toward an object or idea and consists of 
three major components: cognitive, affective, 
and behavioral. Personality is the set of traits 
and behaviors that make a person unique. Self- 
concept, closely linked to personality, is one’s 
perception or view of oneself. Researchers have 
found that buyers purchase products that reflect 
and enhance their self-concepts. Lifestyle is an 
individual’s pattern of living expressed through 
activities, interests, and opinions. Lifestyles influ- 
ence consumers’ needs, brand preferences, and 
how and where they shop. 


Examine the social influences that may affect 
the consumer buying decision process. 


Social influences are forces that other people 
exert on buying behavior. They include roles, 
family, reference groups and opinion leaders, 
electronic networks, social class, and culture 
and subcultures. Everyone occupies positions 
within groups, organizations, and institutions, 
and each position has a role—a set of actions 
and activities that a person in a particular posi- 
tion is supposed to perform based on expecta- 
tions of both the individual and surrounding 
persons. In a family, children learn from parents 
and older siblings how to make decisions, such 
as purchase decisions. Consumer socialization is 
the process through which a person acquires the 
knowledge and skills to function as a consumer. 
The consumer socialization process is partially 
accomplished through family influences. A ref- 
erence group is a group that a person identifies 
with so strongly that he or she adopts the val- 
ues, attitudes, and behavior of group members. 


ONLINE RESOURCES 
Please visit the student website at 


The three major types of reference groups are 
membership, aspirational, and disassociative. An 
opinion leader is a member of an informal group 
who provides information about a specific topic 
to other group members. A social class is an open 
group of individuals with similar social rank. 
Social class influences people’s spending, saving, 
and credit practices. Culture is the accumulation 
of values, knowledge, beliefs, customs, objects, 
and concepts that a society uses to cope with its 
environment and passes on to future generations. 
A culture is made up of subcultures, groups 
of individuals whose characteristic values and 
behavior patterns are similar but different from 
those of the surrounding culture. U.S. marketers 
focus on three major ethnic subcultures: African 


American, Hispanic, and Asian American. 


Examine consumer misbehavior. 


Consumer misbehavior is defined as behavior that 
violates generally accepted norms of a particu- 
lar society. One form of consumer misbehavior 
involves shoplifting, or stealing goods from retail 
stores. Organized retail crime is on the rise and 
involves people paying others to shoplift certain 
goods from retail stores, which are then usually 
sold on the black market. Another form of con- 
sumer misbehavior is consumer fraud, which 
involves purposeful actions to take advantage of 
and/or damage others. Common examples of con- 
sumer fraud are false insurance claims, identity 
theft, returning an item of clothing after wearing 
it, and fraudulently obtaining credit cards, checks, 
and bank accounts. Another form of consumer 
misbehavior is the copying or sharing of music, 
movies, video games, and computer software. One 
final area of concern with regards to consumer 
misbehavior is abusive consumers, which include 
customers who are rude, verbally or physically 
abusive, and/or uncooperative, which may violate 
some companies’ policies. In order to respond to 
or even prevent these growing problems, organi- 
zations need to understand the psychological and 
social reasons for consumer misbehavior. 
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KEY CONCEPTS 


buying behavior 147 impulse buying 152 attitude scale 159 
consumer buying behavior 147 situational influences 152 personality 160 
consumer buying decision psychological influences 153 self-concept 160 

process 147 perception 153 lifestyle 161 
internal search 148 information inputs 153 social influences 162 
external search 148 selective exposure 154 roles 162 
consideration set 149 selective distortion 154 consumer socialization 162 
evaluative criteria 149 selective retention 154 reference group 164 
cognitive dissonance 150 motive-155 opinion leader 164 
level of involvement 150 Maslow’s hierarchy of needs 155 social class 165 
routinized response behavior 151 patronage motives 156 culture 168 
limited decision making 151 learning 156 subculture 168 
extended decision making 151 attitude 157 consumer misbehavior 171 


ISSUES FOR DISCUSSION AND REVIEW 


1. What are the major stages in the consumer buying 9. How do roles affect a person’s buying behavior? 
decision process? Are all these stages used in all con- Provide examples. 


ade, : 
sumer purchase decisions? Why or why not: 10. What are family influences, and how do they affect 


2. How does a consumer’s level of involvement affect buying behavior? 


his or her choice of decision making process? 
8 P 11. What are reference groups? How do they influence 


3. Name the types of consumer decision making pro- buying behavior? Name some of your own reference 
cesses. List some products you have bought using groups. 
each type. Have you ever bought a product on 


; ; , 12. How does an opinion leader influence the buyin 
impulse? If so, describe the circumstances. Me ae 


decision process of reference group members? 

4, What are the categories of situational factors that 
influence consumer buying behavior? Explain how 
each of these factors influences buyers’ decisions. 


13. How might consumer behavior be influenced by 
digital networks? 


14. In what ways does social class affect a person’s 
purchase decisions? 


5. What is selective exposure? Why do people engage 
in it? 
15. What is culture? How does it affect a person’s 


6. How do marketers attempt to shape consumers’ ; ners 
buying behavior: 


learning? 

16. Describe the subcultures to which you belong. 
Identify buying behavior that is unique to one of 
your subcultures. 


7. Why are marketers concerned about consumer 
attitudes? 


8. In what ways do lifestyles affect the consumer 


Bin aaerclecision proces? 17. What is consumer misbehavior? Describe the 


various forms of consumer misbehavior. 
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MARKETING APPLICATIONS 


. Consumers use one of three decision-making pro- 


cesses when purchasing goods or services: routin- 
ized response behavior, limited decision making, 
or extended decision making. Describe three buy- 
ing experiences you have had (one for each type 
of decision making), and identify which decision- 
making type you used. Discuss why that particular 
process was appropriate. 


2. The consumer buying process consists of five 


stages: problem recognition, information search, 
evaluation of alternatives, purchase, and post- 
purchase evaluation. Not every buying decision 
goes through all five stages, and the process does 
not necessarily conclude in a purchase. Interview 
a classmate about the last purchase he or she 
made. Report the stages used and those skipped, 
if any. 


3. Attitudes toward products or companies often 


affect consumer behavior. The three components 
of an attitude are cognitive, affective, and behav- 
ioral. Briefly describe how a beer company might 
alter the cognitive and affective components of 
consumer attitudes toward beer products and 
toward the company. 


4. An individual’s roles influence that person's buy- 
ing behavior. Identify two of your roles, and give 
an example of how they have influenced your 
buying decisions. 

5. Select five brands of toothpaste and explain how 


the appeals used in advertising these brands relate 
to Maslow’s hierarchy of needs. 


ONLINE EXERCISE 


6. Some mass-market e-commerce sites, such as 
Amazon.com, have extended the concept of cus- 
tomization to their customer base. Amazon.com 
has created an affinity group by drawing on certain 
users’ likes and dislikes to make product recom- 
mendations to other users. Check out this pioneer- 
ing online retailer at www.amazon.com. 


a. What might motivate some consumers to read 
a “Top Selling” list? 

b. Is the consumer’s level of involvement with an 
online book purchase likely to be high or low? 

c. Discuss the consumer buying decision pro- 
cess as it relates to a decision to purchase from 
Amazon.com. 


DEVELOPING YOUR MARKETING PLAN 


Understanding the process that an individual consumer 
goes through when purchasing a product is essential for 
developing marketing strategy. Knowledge about the 
potential customer’s buying behavior will become the 
basis for many of the decisions in the specific market- 
ing plan. Using the information from this chapter, you 
should be able to determine the following: 


3. Using Table 6.2, what types of family decision 
making, if any, would your target market(s) use? 


4. Identify the reference groups or subcultures that may 
influence your target market’s product selection. 


The information obtained from these questions should 
assist you in developing various aspects of your marketing 
plan found in the /nteractive Marketing Plan exercise at 


1. What type of decision making are your customers : 
likely to use when purchasing your product? (See = WW w.cengagebrain.com. 
Table 6.1.) 

2. Determine the evaluative criteria that your target 


market(s) would use when choosing between alter- 
native brands. 


VIDEO CASE 


When Travelocity began in 1996, it was one of the first Internet 
travel websites offering airline and hotel reservations, cruises, 
vacation packages, and car rentals. Today, Travelocity offers 
consumers a choice of more than 70,000 hotels, 50 car rental 
companies, 6,000 travel packages, and flights on dozens of 
airlines worldwide. Its total travel bookings exceed more than 
$7 billion annually. 


Although it helped pioneer the online travel business, 
Travelocity faces intense competition from Expedia, Orbitz, 
and other popular travel websites. That’s why its marketers 
decided several years ago to make the company stand out by 
standing behind travelers every step of the way. The result is 
the unique Travelocity Guarantee. First, Travelocity guarantees 
its low price. If, within 24 hours, consumers find a lower price 
for travel than the one they booked through Travelocity, the 
company will refund the difference and add a $50 credit toward 
future travel. Second, Travelocity allows customers to change 
passenger names, flight dates, and flight times without paying 
extra if they make the change within 24 hours of booking their 
travel. Third, Travelocity pledges to alert customers in advance 
to any issues that might negatively affect their travel arrange- 
ments, such as hotel construction, and work with its trusted 
partners to fix the problem by switching hotels or making other 
changes. Fourth, if something goes wrong during a customer's 
travels, Travelocity will work with its partners to make things 
right. For example, if a customer books a hotel with a swim- 
ming pool but finds that the swimming pool is closed on 
arrival, Travelocity will, at its own expense, find a comparable 
or better-quality hotel and move the customer there. Once, 
the company made a mistake and sold $0 tickets to Fiji and, 
despite the cost, stood by its guarantee and honored the price. 
Travelocity maintains a 24-hour hotline open seven days a 
week to ensure that customers get what they want. 


The Travelocity Guarantee allays the concerns of customers 
who may be worried about booking online. The company has 
promoted the guarantee with a “Roaming Gnome: Enforcer 
of the Travelocity Guarantee” advertising campaign. The 
distinctive Roaming Gnome humanized the brand, embodied 
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CLick TO GET AWAY WITH TRAVELOCITY 


the joy of travel, and symbolized seeing the world with new 
eyes. The advertising campaign created a tremendous buzz 
about Travelocity and boosted revenues by 37 percent. Based 
on customer reaction to the campaign, Travelocity opened an 
online store to sell mugs, magnets, tote bags, and other items 
featuring the Roaming Gnome, who even has his own page on 
Facebook. 


Over time, Travelocity has acquired a number of travel sites to 
broaden its offerings. When it purchased Site59, for example, 
Travelocity solidified its position as a major player in the 
last-minute travel business. Now customers who feel the 

urge to travel can get special deals by booking no more than 

14 days before they want to leave. The savings are even bigger 
when customers book a vacation package just a few days in 
advance. To find out about special deals to favorite destinations, 
customers simply subscribe to Travelocity's Easy Escapes e-mail 
newsletter. 


Travelocity regularly tests its website for ease of use. It has seven 
testers clicking all over its website to determine what customers 
might find confusing and how to make the site faster and more 
convenient. One lesson Travelocity learned was that customers 
don't always remember their passwords. To counteract this 
problem, Travelocity changed the system so that customers 
could reenter an address or e-mail address and use those 
details to access their personal profile rather than relying on 

a password. Thanks to this change, revenues quickly rose by 

10 percent. Watch for more changes ahead as Travelocity finds 
new ways to satisfy its customers and new places for its Gnome 
to visit. 


QUESTIONS FOR DISCUSSION 


1. How does the Travelocity Guarantee give Travelocity a 
competitive advantage in various stages of the consumer 
buying decision process? 


2. Whatis Travelocity doing to influence consumer perceptions 
of and attitudes toward its product offerings? 


3. What are the major situational influences that affect 
Travelocity customers’ buying decisions? Explain. 
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How Bombardier’s Marketing Moves 
Trains and Planes 


Bombardier is all about trains and planes. Founded by Joseph-Armand 
Bombardier in 1942, the company originally sold snowmobiles in Canada’s 
Quebec province. Today, Bombardier’s primary markets are governments and 
businesses that purchase aerospace and railroad-related products. 

For example, SkyWest Airlines recently ordered four regional jets from 
Bombardier for nearly $150 million. To seal such sales, Bombardier empha- 
sizes fuel efficiency, low operating costs, and other bottom-line benefits. The 
exact configuration of each jet is customized airline by airline, which means 
every order represents a major investment of time, energy, and negotiations 
for buyer and seller alike. 

Both commercial airlines and corporate buyers expect a high level of cus- 
tomer service when they purchase a new jet. To meet their needs, Bombardier 
operates round-the-clock customer response centers staffed by specialists 
who understand each product inside and out, from engineering and techni- 
cal systems to parts and supplies. When customers call, the company is ready 
to help get their planes back in the air as quickly as possible. 

Also, rail transportation is booming as countries and urban centers 
upgrade their infrastructures. Although no two government buyers have 
the same requirements, Bombardier knows that quality, reliability, safety, 
and price are major concerns in railroad purchases. Therefore, to compete 
with General Electric and others, the company showcases its manufacturing 
expertise and many satisfied customers worldwide. 

From its current level of $17.7 billion in revenue and a workforce of more 
than 65,000 employees on five continents, Bombardier is poised for better 
performance as its business marketing takes off.’ 


= 


Business 
Markets 
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and Buying 
Behavior 


OB SECTIVES2 


1 


so 


Distinguish among the 
various types of business 
markets. 


Identify the major 
characteristics of 
business customers and 
transactions. 


Understand several 
attributes of demand for 
business products. 


Become familiar with the 
major components of a 
buying center. 


Understand the stages 
of the business buying 
decision process and the 
factors that affect this 
process. 


Describe industrial 
classification systems, 
and explain how they can 
be used to identify and 
analyze business markets. 
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Sc business markets effectively requires understanding those markets. Marketers at 
Bombardier go to considerable lengths to understand their customers so they can provide 
better products and develop and maintain long-term customer relationships. Like consumer 
marketers, business marketers are concerned about satisfying their customers. 

In this chapter, we look at business markets and business buying decision processes. We first 
discuss various kinds of business markets and the types of buyers that comprise those markets. 
Next, we explore several dimensions of business buying, such as characteristics of transactions, 
attributes and concerns of buyers, methods of buying, and distinctive features of demand for 
products sold to business purchasers. We then examine how business buying decisions are made 


and who makes the purchases. Finally, we consider how business markets are analyzed. 


Business Markets 


As defined in Chapter 5, a business market (also called a business-to-business market or B2B mar- 
ket) consists of individuals, organizations, or groups that purchase a specific kind of product for 
one of three purposes: resale, direct use in producing other products, or use in general daily opera- 
tions. Marketing to businesses employs the same concepts as marketing to ultimate consumers— 
such as defining target markets, understanding buying behavior, and developing effective market- 
ing mixes—but we devote a complete chapter to business marketing because there are structural 
and behavioral differences in business markets. A company that markets to another company 
must understand how its product will affect other firms in 
the marketing channel, such as resellers and other manufac- 


turers. Business products can also be technically complex, 
Our shredders have to be tough and the market often consists of sophisticated buyers. 


fo wear our name. Because the business market consists of relatively 
smaller customer populations, a segment of the market 
could be as small as a few customers.” The market for 
railway equipment in the United States, for example, 
is limited to a few major carriers. On the other hand, a 
business product can be a commodity, such as corn or a 
bolt or screw, but the quantity purchased and the buying 
methods differ significantly from the consumer market. 
Business marketing is often based on long-term mutually 
profitable relationships across members of the marketing 
channel. Networks of suppliers and customers recognize 
the importance of building strong alliances based on coop- 
eration, trust, and collaboration.’ Manufacturers may even 
co-develop new products, with business customers shar- 
ing marketing research, production, scheduling, inventory 
management, and information systems. Although busi- 
When you shred with @ Fellowes, you get more thon a tough machine. You get. a ness marketing can be based on collaborative long-term 


shredder built with premium components and rigorously tested to ensure years of 
reliable performance. No wonder it’s the bond chosen by more businessas worldwide 


Laat ears chou ta Fortes dilerwnes ot lllewas or buyer-seller relationships, there are also transactions based 
on timely exchanges of basic products at highly competi- 
tive market prices. For most business marketers, the goal 
is understanding customer needs and providing a value- 
added exchange that shifts from attracting customers to 


Felfowes. 
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Producer Markets : 

Fellowes manufactures shredders. The companies that sell keeping customers and developing relationships. 

raw materials, equipment, and component parts to Fellowes The four categories of business markets are producer, 
and other manufacturers are serving producer markets. reseller, government, and institutional. In the remainder 


of this section, we discuss each of these types of markets. 


CHAPTER 7: BUSINESS MARKETS AND BUYING BEHAVIOR 


PRODUCER MARKETS 


Individuals and business organizations that purchase products for the purpose of making 
a profit by using them to produce other products or using them in their operations are 
classified as producer markets. Producer markets include buyers of raw materials, as well as 
purchasers of semifinished and finished items, used to produce other products. For instance, 
manufacturers buy raw materials and component parts for direct use in product production. 
Grocery stores and supermarkets are part of producer markets for numerous support prod- 
ucts such as paper and plastic bags, shelves, counters, and scanners. Farmers are part of pro- 
ducer markets for farm machinery, fertilizer, seed, and livestock. Producer markets include 
a broad array of industries ranging from agriculture, forestry, fisheries, and mining to con- 
struction, transportation, communications, and utilities. As Table 7.1 indicates, the number 
of business establishments in national producer markets is enormous. 

Manufacturers are geographically concentrated. More than half are located in just seven 
states: New York, California, Pennsylvania, Illinois, Ohio, New Jersey, and Michigan. This 
concentration sometimes enables businesses that sell to producer markets to serve them more 
efficiently. Within certain states, production in a specific industry may account for a sizable 
proportion of that industry’s total production. 


RESELLER MARKETS 


Reseller markets consist of intermediaries, such as wholesalers and retailers, which buy 
finished goods and resell them for a profit. Aside from making minor alterations, resellers do 
not change the physical characteristics of the products they handle. Except for items produc- 
ers sell directly to consumers, all products sold to consumer markets are first sold to reseller 
markets. 

Wholesalers purchase products for resale to retailers, other wholesalers, producers, 
governments, and institutions. Arrow Electronics, for example, buys computer chips and 
other electronics components and resells them to producers of subsystems for cell phones, 
computers, and automobiles. Of the more than 430,000 wholesalers in the United States, a 
large number are located in New York, California, Ilinois, Texas, Ohio, Pennsylvania, New 
Jersey, and Florida.‘ Although some products are sold directly to end users, many manufac- 
turers sell their products to wholesalers, which in turn sell the products to other firms in the 


- 
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Industry Number of Establishments 
Forestry, fishing, hunting, and agriculture 23,600 
Mining 26,200 
Construction 811,500 
Manufacturing 331,400 
Transportation, warehousing, and utilities 236,500 
Finance, insurance, and real estate 888,200 


Source: U.S. Bureau of the Census, Statistical Abstract of the United States, 2011, Table 758, www.census.gov/ 
compendia/statab/201 1/tables/110758.pdf. 


SSE 


PART 3: CUSTOMER BEHAVIOR AND E-MARKETING 


- Emerging Trends in Marketing 


The Big Battle in High-Tech Glass 


our favorite handheld digital gadget is the latest for market share in touchscreen glass. Corning, the market 


battleground for m 


arketers of high-tech glass. If leader, promotes its Gorilla Glass as thin yet scratch resistant, 


you've ever scratched the screen of your smartphone which is why it’s used in everything from Droid phones to Dell 
or e-book reader, you know the importance of strong, high- tablet computers. Asahi’s Dragontail glass, just introduced, is 
quality glass. As demand for electronic devices continues to marketed as tough and clear, also able to resist scratches. As 
grow, the market for screens and other components is only the challenger, Asahi is aiming for $350 million in annual sales _ 


going to get more lucrative. 


Now Asahi Glass, based in Tokyo, is squaring off against 


within two years. But can it catch up to Corning, which rings 
up $1 billion in annual sales of Gorilla Glass?? 


Corning, based in Corning, New York, in a high-stakes battle 


distribution system. Thus, wholesalers are very important in helping producers get products 
to customers. 

Retailers purchase products and resell them to final consumers. There are approximately 
1.1 million retailers in the United States, employing almost 16 million people and generating 
approximately $3.7 trillion in annual sales.’ Half of the top 10 largest retail companies in 
the world are based in the United States. These retailers include Walmart, The Kroger Co., 
Home Depot, Costco, and Target.° Some retailers—Home Depot, PetSmart, and Staples, for 
example—carry a large number of items. Supermarkets may handle as many as 50,000 differ- 
ent products. In small, individually owned retail stores, owners or managers make purchas- 
ing decisions. In chain stores, a central office buyer or buying committee frequently decides 
whether a product will be made available for selection by store managers. For many products, 
however, local managers make the actual buying decisions for a particular store. 

When making purchase decisions, resellers consider several factors. They evaluate the 
level of demand for a product to determine in what quantity and at what prices the product 
can be resold. Retailers assess the amount of space required to handle a product relative to its 
potential profit, sometimes on the basis of sales per square foot of selling area. Because cus- 
tomers often depend on resellers to have products available when needed, resellers typically 
appraise a supplier's ability to provide adequate quantities when and where wanted. Resellers 
also take into account the ease of placing orders and the availability of technical assistance 
and training programs from producers. When resellers consider buying a product not previ- 
ously carried, they try to determine whether the product competes with or complements 
products they currently handle. These types of concerns distinguish reseller markets from 
other markets. 


GOVERNMENT MARKETS 


Federal, state, county, and local governments make up government markets. These markets 
spend billions of dollars annually for a variety of goods and services, ranging from office 
supplies and health care services to vehicles, heavy equipment, and weapons, to support 
their internal operations and provide citizens with such products as highways, education, 
water, energy, and national defense. The federal government spends more than $719 billion 
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annually on national defense alone. Government expenditures annually account for about 
25 percent of the U.S. gross domestic product.’ Besides the federal government, there are 
50 state governments, 3,033 county governments, and 89,476 local governments.* The 
amount spent by federal, state, and local units during the past 30 years has increased rapidly 
because the total number of government units, and the services they provide, have both 
increased. Costs of providing these services have also risen. 

Government contracts are awarded to firms of all sizes and across a wide variety of indus- 
tries. One example is Nashville-based Film House, a firm that specializes in TV commercials 
and film production. For more than 10 years, Film House has been granted government 
contracts to produce TV and radio spot announcements for the American Forces Radio and 
Television Service.’ Although it is common to hear of large corporations being awarded gov- 
ernment contracts, in fact, businesses of all sizes market to government agencies. 

Because government agencies spend public funds to buy the products needed to pro- 
vide services, they are accountable to the public. This accountability explains their relatively 
complex set of buying procedures. Some firms do not even try to sell to government buyers 
because they want to avoid the tangle of red tape. However, many marketers have learned to 
deal efficiently with government procedures and do not find them to be a stumbling block. 
For certain products, such as defense-related items, the government may be the only cus- 
tomer. The U.S. Government Printing Office publishes and distributes several documents 
that explain buying procedures and describe the types of products various federal agencies 
purchase. 

Governments make purchases through bids or negotiated contracts. Although com- 
panies may be reluctant to approach government markets because of the complicated 
bidding process, once they understand the rules of this process, some firms routinely pen- 
etrate government markets. To make a sale under the bid system, firms must apply and 
be approved for placement on a list of qualified bidders. When a government unit wants 
to buy, it sends out a detailed description of the products to qualified bidders. Businesses 
that want to sell such products submit bids. The government unit is usually required to 
accept the lowest bid. 

When buying nonstandard or highly complex products, a government unit often uses 
a negotiated contract. Under this procedure, the government unit selects only a few firms 
and then negotiates specifications and terms; it eventually awards the contract to one of 
the negotiating firms. Most large defense-related contracts, once held by such companies as 
McDonnell Douglas and General Dynamics, traditionally were negotiated in this fashion. 
However, as the number and size of such contracts have declined, these companies have had 
to strengthen their marketing efforts and look to other markets. Although government mat- 
kets can impose intimidating requirements, they can also be very lucrative. 


INSTITUTIONAL MARKETS 


Organizations with charitable, educational, community, or other nonbusiness goals consti- 
tute institutional markets. Members of institutional markets include churches, some hos- 
pitals, fraternities and sororities, charitable organizations, and private colleges. Institutions 
purchase millions of dollars’ worth of products annually to provide goods, services, and 
ideas to congregations, students, patients, and others. Because institutions often have dif- 
ferent goals and fewer resources than other types of organizations, marketers may use spe- 
cial marketing efforts to serve them. For example, Hussey Seating in Maine sells stadium 
seating to schools, colleges, churches, and other institutions, as well as to sports arenas 
around the world. The family-owned business shows its support for institutional customers 
through assistance with school funding and reduced-cost construction of local economic 
development projects. 
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Institutional Markets 
Manufacturers of pipe organs 
provide products to an 
institutional market, such as 
churches. 
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Dimensions of Marketing 
to Business Customers 


Now that we have considered different types of business customers, we look at several dimen- 
sions of marketing to them, including transaction characteristics, attributes of business 
customers and some of their primary concerns, buying methods, major types of purchases, 
and the characteristics of demand for business products (see Figure 7.1). 


CHARACTERISTICS OF IRANSACTIONS 
WITH BUSINESS CUSTOMERS 


Transactions between businesses differ from consumer sales in several ways. Orders by busi- 
ness customers tend to be much larger than individual consumer sales. Consider that Turkish 
Airlines recently placed an order for 15 of Boeing’s 737 aircrafts. In total, the order was 
worth more than $1.2 billion.'® Suppliers often must sell products in large quantities to make 
profits; consequently, they prefer not to sell to customers who place small orders. 

Some business purchases involve expensive items, such as computer systems. Other 
products, such as raw materials and component items, are used continuously in production, 
and their supply may need frequent replenishing. The contract regarding terms of sale of 
these items is likely to be a long-term agreement. 

Discussions and negotiations associated with business purchases can require consider- 
able marketing time and selling effort. Purchasing decisions are often made by committee, 
orders are frequently large and expensive, and products may be custom built. Several people 
or departments in the purchasing organization are often involved. For example, one depart- 
ment expresses a need for a product, a second department develops the specifications, a third 
stipulates maximum expenditures, and a fourth places the order. 
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One practice unique to business markets is reciprocity, an arrangement in which two 
organizations agree to buy from each other. Reciprocal agreements that threaten competi- 
tion are illegal. The Federal Trade Commission and the Justice Department take actions to 
stop anticompetitive reciprocal practices. Nonetheless, a certain amount of reciprocal activity 
occurs among small businesses and, to a lesser extent, among larger companies. Because reci- 
procity influences purchasing agents to deal only with certain suppliers, it can lower morale 
among agents and lead to less than optimal purchases. 


ATTRIBUTES OF BUSINESS CUSTOMERS 


Business customers differ from consumers in their purchasing behavior because they are bet- 
ter informed about the products they purchase. They typically demand detailed information 
about a product’s functional features and technical specifications to ensure that it meets their 
needs. Personal goals, however, may also influence business buying behavior. Most purchas- 
ing agents seek the psychological satisfaction that comes with organizational advancement 
and financial rewards. Agents who consistently exhibit rational business buying behavior 
are likely to attain these personal goals because they help their firms achieve organizational 
objectives. Today, many suppliers and their customers build and maintain mutually benefi- 
cial relationships, sometimes called partnerships. Researchers find that even in a partnership 
between a small vendor and a large corporate buyer, a strong partnership exists because high 
levels of interpersonal trust can lead to higher levels of commitment to the partnership by 
both organizations." 


PRIMARY CONCERNS OF BUSINESS CUSTOMERS 


When making purchasing decisions, business customers take into account a variety of factors. 
Among their chief considerations are price, product quality, service, and supplier relation- 
ships. Obviously, price matters greatly to business customers because it influences operating 
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Entrepreneurship in Marketing 


Google Aims to Re-lgenite 
Start-up Spark 


The Internet was still young when Google launched its 
search engine in 1998. Despite fierce competition from 
Yahoo! and other search sites, Google built its brand by 
introducing a steady stream of innovative services for 
businesses and consumers. Today, Google dominates the 
search industry and rings up $29 billion in annual sales, 
mostly from the sale of advertising displayed alongside 
search results, YouTube videos, and other Google 
websites. 


Yet Google—successful by any measure—recently 
made a major top-management change by naming 
Larry Page, one of the cofounders, as CEO. Why? Page 
explains: “One of the primary goals | have is to get 
Google to be a big company that has the nimbleness 
and soul and passion and speed of a start-up.” 


To maintain its competitive edge, Google is branching 
out into other areas. The company is capitalizing on 
growth in cell phone usage by tailoring ads for viewing 
on phone screens. This allows business advertisers to 
reach out to customers anytime, anywhere that people 
use any electronic device to access Google.° 
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costs and costs of goods sold, which in turn affect selling 
price, profit margin, and ultimately the ability to compete. 
When purchasing major equipment, a business customer 
views price as the amount of investment necessary to obtain a 
certain level of return or savings. A business customer is likely 
to compare the price of a product with the benefits the prod- 
uct will yield to the organization, often over a period of years. 

Most business customers try to achieve and maintain a 
specific level of quality in the products they buy. To achieve 
this goal, most firms establish standards (usually stated as a 
percentage of defects allowed) for these products and buy 
them on the basis of a set of expressed characteristics, com- 
monly called specifications. A customer evaluates the quality 
of the products being considered to determine whether they 
meet specifications. If a product fails to meet specifications or 
malfunctions for the ultimate consumer, the customer may 
drop that product’s supplier and switch to a different one. 
On the other hand, customers are ordinarily cautious about 
buying products that exceed specifications because such prod- 
ucts often cost more, thus increasing the organization’s overall 
costs. Specifications are designed to meet a customer's wants, 
and anything that does not contribute to meeting those wants 
may be considered wasteful. 

Business buyers value service. Services offered by sup- 
pliers directly and indirectly influence customers’ costs, 
sales, and profits. In some instances, the mix of customer 
services is the major means by which marketers gain a com- 
petitive advantage. Procter & Gamble, for example, pro- 
vided Wendy’s International with customized videos and 


laminated guides to show Wendy’s employees how to use its 

industrial cleaning supplies to clean every part of each res- 

taurant. Typical services customers desire are market infor- 
mation, inventory maintenance, on-time delivery, and repair services. Business buyers are 
likely to need technical product information, data regarding demand, information about 
general economic conditions, or supply and delivery information. Maintaining adequate 
inventory is critical because it helps make products accessible when a customer needs them 
and reduces the customer’s inventory requirements and costs. Because business custom- 
ers are usually responsible for ensuring that products are on hand and ready for use when 
needed, on-time delivery is crucial. Furthermore, reliable, on-time delivery saves business 
customers money because it enables them to carry less inventory. Purchasers of machin- 
ery are especially concerned about obtaining repair services and replacement parts quickly 
because inoperable equipment is costly. Caterpillar Inc., manufacturer of earth-moving, 
construction, and materials-handling machinery, has built an international reputation, as 
well as a competitive advantage, by providing prompt service and replacement parts for its 
products around the world.”” 

Quality of service is a critical issue because customer expectations about service have 
broadened. Using traditional service quality standards based only on traditional manufactur- 
ing and accounting systems is not enough. Communication channels that allow customers 
to ask questions, voice complaints, submit orders, and trace shipments are indispensable 
components of service. Marketers should strive for uniformity of service, simplicity, truth- 
fulness, and accuracy. They should also develop customer service objectives and monitor 
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customer service programs. Firms can monitor service by 
formally surveying customers or informally calling on cus- 
tomers and asking questions about the service they receive. 


Expending the time and effort to ensure that customers Build Your Research on Time-Proven 
are happy can greatly benefit marketers by increasing cus- aon Quality and Consistency. 
tomer retention. A Every SSI Sample Is Powered 

Finally, business customers are concerned about the =i by 34 Years of Solid Science. 


costs of developing and maintaining relationships with 
their suppliers. By developing relationships and build- 
ing trust with a particular supplier, buyers can reduce 
their search efforts and uncertainty about monetary 
prices. Research also demonstrates that satisfaction and 
perceived product quality in B2B relationships foster 
loyalty and future purchase intentions. Business cus- 
tomers have to keep in mind the overall fit of a pur- 


~ Everyone talks about bringing the science back to sampling. But at SSI, 


chas es in cl uding its p oten tial to red uce invento ry an d sampling science is not just the latest catchphrase. It’s in our corporate 
: i i DNA—the defining genetic code of our culture for 34 years. We give 
Carrying costs, as well as to increase invento IY turnover you all the elements to build the optimal sample—and mix them with the 


methodological rigor to ensure outstanding results: 


and ability to move the right products to the right place 


5 F e All modes—online, offline, mobile/wireless and any combination 
at the right time. 


e Broad, global access, across any audience—consumer, B2B 
and healthcare 


e Expert consultative guidance with senior sampling scientists 


METH (@) D S O F Bus INE S S BUYING e Advanced quality processes for validating respondents and 


optimizing data integrity 


Although no two business buyers do their jobs the same SSI delivers the science-based sample that drives the most accurate 
é research. That’s not just a promise. It’s a fact, proven across more than 
Way, most use one or more of the following purchase three decades of experience. Just ask the 2,000 companies — including 
ag br . " ‘ 48 of the top-50 research organizations—who trust their projects to SSI. 
methods: description, inspection, sampling, and nego- 
tiation. When products are standardized according to The Solence of Sampling WSS é 
certain characteristics (such as size, shape, weight, and oS 


color) and graded using such standards, a business buyer Concerns of Business Customers 
may Rem pieita purchase simply by describing or speci- Business customers are concerned about numerous factors, 

; : : ; including getting the right product that works effectively. 
fying quantity, grade, and other attributes. Agricultural 


products often fall into this category. Sometimes buyers 

specify a particular brand or its equivalent when describ- 

ing the desired product. Purchases on the basis of description are especially common 
between a buyer and seller with an ongoing relationship built on trust. 

Certain products, such as industrial equipment, used vehicles, and buildings, have 
unique characteristics and may vary with regard to condition. For example, a particular used 
truck may have a bad transmission. Consequently, business buyers of such products must 
base purchase decisions on inspection. 

Sampling entails taking a specimen of the product from the lot and evaluating it on the 
assumption that its characteristics represent the entire lot. This method is appropriate when 
the product is homogeneous—for instance, grain—and examining the entire lot is not physi- 
cally or economically feasible. 

Some purchases by businesses are based on negotiated contracts. In certain instances, 
buyers describe exactly what they need and ask sellers to submit bids. They then negotiate 
with the suppliers that submit the most attractive bids. This approach may be used when 
acquiring commercial vehicles, for example. In other cases, the buyer may be unable to iden- 
tify specifically what is to be purchased and can provide only a general description, as might 
be the case for a piece of custom-made equipment. A buyer and seller might negotiate a 
contract that specifies a base price and provides for the payment of additional costs and fees. 
These contracts are most commonly used for onetime projects such as buildings, capital 
equipment, and special projects. 
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Types OF Business PURCHASES 


Most business purchases are one of three types: new-task, straight rebuy, or modified rebuy 
purchase. Each type is subject to different influences and thus requires business marketers to 
modify their selling approaches appropriately.'’ For a new-task purchase, an organization 
makes an initial purchase of an item to be used to perform a new job or solve a new problem. 
A new-task purchase may require development of product specifications, vendor specifica- 
tions, and procedures for future purchases of that product. To make the initial purchase, the 
business buyer usually needs much information. New-task purchases are important to sup- 
pliers because if business buyers are satisfied with the products, suppliers may be able to sell 
buyers large quantities of them for many years. 

A straight rebuy purchase occurs when buyers purchase the same products routinely 
under approximately the same terms of sale. Buyers require little information for these rou- 
tine purchase decisions and tend to use familiar suppliers that have provided satisfactory 
service and products in the past. These marketers try to set up automatic reordering systems 
to make reordering easy and convenient for business buyers. A supplier may even monitor 
the business buyer’s inventories and indicate to the buyer what should be ordered and when. 

For a modified rebuy purchase, a new-task purchase is changed the second or third time 
it is ordered, or requirements associated with a straight rebuy purchase are modified. A business 
buyer might seek faster delivery, lower prices, or a different quality level of product specifications. 
A modified rebuy situation may cause regular suppliers to become more competitive to keep the 
account because other suppliers could obtain the business. When a firm changes the terms of a 
service contract, such as for telecommunication services, it has made a modified purchase. 


DEMAND FOR BUSINESS PRODUCTS 


Unlike consumer demand, demand for business products (also called industrial demand) can 
be characterized as (1) derived, (2) inelastic, (3) joint, or (4) fluctuating. 


Derived Demand 


Because business customers, especially producers, buy products for direct or indirect use in the 
production of goods and services to satisfy consumers’ needs, the demand for business prod- 
ucts derives from the demand for consumer products; it is therefore called derived demand. 
In the long run, no demand for business products is totally unrelated to the demand for 
consumer products. The derived nature of demand is usually multilevel. Business market- 
ers at different levels are affected by a change in consumer demand for a particular product. 
For instance, consumers have become concerned with health and good nutrition and, as a 
result, are purchasing more products with less fat, cholesterol, and sodium. When consum- 
ers reduced their purchases of high-fat foods, a change occurred in the demand for products 
marketed by food processors, equipment manufacturers, and suppliers of raw materials asso- 
ciated with these products. Change in consumer demand for a product affects demand for all 
firms involved in the production of that product. 


Inelastic Demand 


With inelastic demand, a price increase or decrease will not significantly alter demand 
for a business product. Because some business products contain a number of parts, price 
increases that affect only one or two parts may yield only a slightly higher per-unit pro- 
duction cost. When a sizable price increase for a component represents a large proportion 
of the product’s cost, demand may become more elastic because the price increase in the 
component causes the price at the consumer level to rise sharply. For example, if aircraft 
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engine manufacturers substantially increase the price of 
engines, forcing Boeing to raise the prices of the aircraft it 
manufactures, the demand for airliners may become more 
elastic as airlines reconsider whether they can afford to Look sel 
buy new aircraft. An increase in the price of windshields, Intel 
however, is unlikely to greatly affect either the price of or Inside* 
the demand for airliners. 

Inelasticity applies only to industry demand for busi- 
ness products, not to the demand an individual firm 


Windows: Life without Walls” HP recommends Windows 7. 


inside” 


faces. Suppose a spark plug producer increases the price 
of spark plugs sold to small-engine manufacturers, but 
its competitors continue to maintain lower prices. The 
spark plug company will probably experience reduced unit 
sales because most small-engine producers will switch to 
lower-priced brands. A specific firm is vulnerable to elastic 
demand, even if industry demand for a specific business 
product is inelastic. 


Joint Demand 


Demand for certain business products, especially raw 
materials and components, is subject to joint demand. 


Joint demand occurs when two or more items are used in ART MEETS STATE OF THE ART 
combination to produce a product. Consider a firm that 

3 . hen you combine the'unmatch iger tformance of the Intel® Core™ i7 
manufactures axes. The firm will need the same number Seba te auc Ga sai oh eecwe 
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of ax handles as it does ax blades; these two products thus 
are demanded jointly. Ifa shortage of ax handles exists, the 
producer buys fewer ax blades. Understanding the effects 
of joint demand is particularly important for a marketer 
that sells multiple jointly demanded items. Such a mar- : ; 
keter realizes that when a customer begins purchasing one ne pl ee: oe esd Gene eee aeete 
products are inside the computers made by companies like HP. 


of the jointly demanded items, a good opportunity exists The sale of computers made by HP and other companies generates 
to sell related products. demand for Intel products. 
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Derived Demand 


Fluctuating Demand 


Because the demand for business products is derived from consumer demand, it may fluc- 
tuate enormously. In general, when particular consumer products are in high demand, 
their producers buy large quantities of raw materials and components to ensure meeting 
long-run production requirements. In addition, these producers may expand production 
capacity, which entails acquiring new equipment and machinery, more workers, and more 
raw materials and component parts. Conversely, a decline in demand for certain con- 
sumer goods significantly reduces demand for business products used to produce those 
goods. For example, when demand for steel products went down during the recession, 
Nucor, America’s largest steel maker, was able to sustain smaller product losses compared 
to other steel makers because of how the company dealt with the fluctuating demand. 
Because its electric furnaces can be turned on and off quicker, Nucor was able to waste 
less energy by turning off the furnaces when low demand caused the furnaces to not need ‘aint demand 
to be used." 

Marketers of business products may notice changes in demand when customers alter 
inventory policies, perhaps because of expectations about future demand. For example, if sev- 
eral dishwasher manufacturers that buy timers from one producer increase their inventory of 
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, 
timers from a two-week to a one-month supply, the timer pro- 
ducer will have a significant, immediate increase in demand. 
Sometimes, price changes lead to surprising temporary 
changes in demand. A price increase for a business product 
may initially cause business customers to buy more of the item 
because they expect the price to rise further. Similarly, demand 


ISSUE: Are some businesses too strict when it comes to for a business product may decrease significantly following a 
supplier gifts? price cut because buyers are waiting for further price reduc- 


Marketing Debate 


Ethical Buyers: Just Say No 


tions. Fluctuations in demand can be substantial in industries 
Can a company’s buyer code of ethics be too strict? 


Walmart forbids buyers from accepting anything at 

all from suppliers. “Since such gifts and entertainment 

increase the cost of doing business, we help our suppliers s : 

to give us low costs on products by not expecting the B usiness B uy nN g 


gifts and entertainment they may have to spend on 


other customers,’ says the Statement of Ethics. Walmart D ecistons 


wants buyers to ask themselves: “Would this business be 


in which prices change frequently. 


offering me this gift or gratuity if | wasn’t employed by Business (organizational) buying behavior refers to the 
Walmart?” If the answer is “no,” the gift (no matter how purchase behavior of producers, government units, institu- 
small) must be declined. tions, and resellers. Although several factors that affect con- 


sumer buying behavior (discussed in the previous chapter) 


Best Buy’s code of ethics allows buyers to accept token ; : i . 
! also influence business buying behavior, a number of factors 


gifts if they are “customary in the trade or industry,” are 
unconnected to a purchase, and don't obligate the com- 
pany or the buyer. Low-value “trinkets” are acceptable, 
for example. To demonstrate transparency and stimulate 
dialogue, Best Buy’s chief ethics officer even blogs about 
ethical situations that arise from time to time. 


are unique to the latter. In this section, we first analyze the 
buying center to learn who participates in business purchase 
decisions. Then we focus on the stages of the buying decision 
process and the factors that affect it. 


Tue Buyinc CENTER 


Relatively few business purchase decisions are made by just 
one person; often they are made through a buying center. The buying center is the group of 
people within the organization who make business purchase decisions. They include users, 
influencers, buyers, deciders, and gatekeepers.'? One person may perform several roles. These 
participants share some goals and risks associated with their decisions. 

Users are the organizational members who actually use the product being acquired. They 
frequently initiate the purchase process and/or generate purchase specifications. After the 
purchase, they evaluate product performance relative to the specifications. 

Influencers are often technical personnel, such as engineers, who help develop the specifi- 
cations and evaluate alternative products. Technical personnel are especially important influ- 
encers when the products being considered involve new, advanced technology. 

Buyers select suppliers and negotiate terms of purchase. They may also become involved 
in developing specifications. Buyers are sometimes called purchasing agents or purchasing 
managers. Their choices of vendors and products, especially for new-task purchases, are heav- 
ily influenced by people occupying other roles in the buying center. For straight rebuy pur- 
chases, the buyer plays a major role in vendor selection and negotiations. 

Deciders actually choose the products. Although buyers may be deciders, it is not unusual 
for different people to occupy these roles. For routinely purchased items, buyers are com- 
monly deciders. However, a buyer may not be authorized to make purchases that exceed a 
certain dollar limit, in which case higher-level management personnel are deciders. 

Finally, gatekeepers, such as secretaries and technical personnel, control the flow of infor- 
mation to and among people who occupy other roles in the buying center. Buyers who deal 
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directly with vendors also may be gatekeepers because they can control information flows. 
The flow of information from a supplier’s sales representatives to users and influencers is 
often controlled by personnel in the purchasing department. 

The number and structure of an organization’s buying centers are affected by the 
organization's size and market position, the volume and types of products being purchased, 
and the firm’s overall managerial philosophy regarding exactly who should be involved in 
purchase decisions. The size of a buying center is influenced by the stage of the buying deci- 
sion process and by the type of purchase (new task, straight rebuy, or modified rebuy). The 
size of the buying center likely would be larger for a new-task purchase than for a straight 
rebuy. Varying goals among members of a buying center can have both positive and negative 
effects on the purchasing process. 

A marketer attempting to sell to a business customer should determine who is in the 
buying center, the types of decisions each individual makes, and which individuals are 
most influential in the decision process. Because in some instances many people make up 
the buying center, marketers cannot feasibly contact all participants. Instead, they must be 
certain to contact a few of the most influential. 


STAGES OF THE BUSINESS BUYING 
DECISION PROCESS 


Like consumers, businesses follow a buying decision process. This process is summarized in 
the lower portion of Figure 7.2. In the first stage, one or more individuals recognize that a 
problem or need exists. Problem recognition may arise under a variety of circumstances—for 
instance, when machines malfunction or a firm modifies an existing product or introduces 
a new one. Individuals in the buying center, such as users, influencers, or buyers, may be 
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’ 
involved in problem recognition, but it may be stimu- 
lated by external sources, such as sales representatives or 
advertisements. 

The second stage of the process, development of prod- 
uct specifications, requires that buying center participants 
assess the problem or need and determine what is neces- 
sary to resolve or satisfy it. During this stage, users and 
influencers, such as engineers, often provide informa- 
tion and advice for developing product specifications. By 
assessing and describing needs, the organization should be 
able to establish product specifications. 

Searching for and evaluating potential products and 
suppliers is the third stage in the decision process. Search 
activities may involve looking in company files and trade 
directories; contacting suppliers for information; soliciting 
proposals from known vendors; and examining websites, 
catalogs, and trade publications. To facilitate a vendor 
search, some organizations, such as Walmart, advertise 
their desire to build partnerships with specific types of 
vendors, such as those owned by women or by minori- 
ties. During this stage, some organizations engage in value 
analysis, an evaluation of each component of a potential 
purchase. Value analysis examines quality, design, materi- 
als, and possibly item reduction or deletion to acquire the 
product in the most cost-effective way. Some vendors may 
be deemed unacceptable because they are not large enough 


to supply needed quantities; others may be excluded 

because of poor delivery and service records. Sometimes 

the product is not available from any existing vendor and 
the buyer must find a company known for its innovation, such as 3M, to design and make 
it. Products are evaluated to make sure they meet or exceed product specifications developed 
in the second stage. Usually suppliers are judged according to multiple criteria. A number 
of firms employ vendor analysis, a formal, systematic evaluation of current and potential 
vendors, focusing on such characteristics as price, product quality, delivery service, product 
availability, and overall reliability. 

Results of deliberations and assessments in the third stage are used during the fourth 
stage to select the product to be purchased and the supplier from which to buy it. In some 
cases, the buyer selects and uses several suppliers, a process known as multiple sourcing. 
At times, only one supplier is selected, a situation called sole sourcing. Firms with federal 
government contracts are required to have several sources for an item. Sole sourcing has tra- 
ditionally been discouraged except when a product is available from only one company. Sole 
sourcing is much more common today, however, partly because such an arrangement means 
better communications between buyer and supplier, stability and higher profits for suppliers, 
and often lower prices for buyers. However, many organizations still prefer multiple sourc- 
ing because this approach lessens the possibility of disruption caused by strikes, shortages, or 
bankruptcies. The actual product is ordered in this fourth stage, and specific details regarding 
terms, credit arrangements, delivery dates and methods, and technical assistance are finalized. 

During the fifth stage, the product’s performance is evaluated by comparing it with 
specifications. Sometimes the product meets the specifications, but its performance fails to 
adequately solve the problem or satisfy the need recognized in the first stage. In that case, 
product specifications must be adjusted. The supplier’s performance is also evaluated during 
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Go Green—Pass It Along 


ust as many consumers are concerned about the environ- Today, IBM requires its 28,000 primary suppliers to take four 
mental impact of the goods and services they buy, more steps: (1) measure their environmental impacts, (2) set specific 
companies are checking that suppliers have the creden- goals for improvement, (3) publicly announce their environ- 
tials to do business in an eco-friendly manner. In fact, IBM and mental results, and (4) “cascade” these green requirements 
a growing number of business buyers are even insisting that to their main suppliers. Although some companies may find 
suppliers of suppliers have the right green credentials in place. these requirements challenging, IBM believes that establishing 


green credentials is a smart and profitable business decision. 
“Our goal is not to punish people, but to have them succeed,” 
says an IBM official. 


In 1998, IBM asked its suppliers to consider complying with 
international green operating standards. By 2004, it had 
drafted its own environmental guidelines for suppliers. 


this stage. If supplier performance is inadequate, the business purchaser seeks corrective 
action from the supplier or searches for a new one. Results of the evaluation become feedback 
for the other stages in future business purchase decisions. 

This business buying decision process is used in its entirety primarily for new-task pur- 
chases. Several stages, but not necessarily all, are used for modified rebuy and straight rebuy 
situations. 


INFLUENCES ON THE BUSINESS BUYING 
DECISION PROCESS 


Figure 7.2 also lists four major categories of factors that influence business buying decisions: 
environmental, organizational, interpersonal, and individual. 

Environmental factors include competitive and economic factors, political forces, legal 
and regulatory forces, technological changes, and sociocultural issues. These factors gener- 
ate considerable uncertainty for an organization, which can make individuals in the buying 
center apprehensive about certain types of purchases. Changes in one or more environmental 
forces can create new purchasing opportunities and threats. For example, changes in com- 
petition and technology can make buying decisions difficult for products such as software, 
computers, and telecommunications equipment. On the other hand, many business market- 
ers believe the Internet can reduce their customer service costs and allow firms to improve 
relationships with business customers. '° 

Organizational factors that influence the buying decision process include the compa- 
ny’s objectives, purchasing policies, and resources, as well as the size and composition of its 
buying center. An organization may have certain buying policies to which buying center 
participants must conform. For instance, a firm’s policies may mandate unusually long- or 
short-term contracts, perhaps longer or shorter than most sellers desire. An organization's 
financial resources may require special credit arrangements. Any of these conditions could 
affect purchase decisions. 

Interpersonal factors are the relationships among people in the buying center. Trust 
among all members of collaborative partnerships is crucial, particularly in purchases 
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, 
involving customized products.'’ The use of power and 
the level of conflict among buying center participants 
influence business buying decisions. Certain individuals 
in the buying center may be better communicators and 
more persuasive than others. Often these interpersonal 
dynamics are hidden, making them difficult for market- 


During the recession, | took 
actions like having enough cash 
and reducing staff benefits. 


ers to assess. 

Individual factors are personal characteristics of par- 
ticipants in the buying center, such as age, education 
level, personality, and tenure and position in the organi- 
zation. Consider a 55-year-old manager who has been in 
the organization for 25 years. This manager may affect 
decisions made by the buying center differently than a 
30-year-old person employed only two years. How influ- 
ential these factors are depends on the buying situation; 


Ay customers remained loyal during the 
| recession. 


Source: Huntington Bank survey of 200 small-business owners. 


the type of product being purchased; and whether the 
purchase is new-task, modified rebuy, or straight rebuy. 
Negotiating styles of people vary within an organization and from one organization to 
another. To be effective, marketers must know customers well enough to be aware of these 
individual factors and their potential effects on purchase decisions. 


Industrial Classification Systems 


Marketers have access to a considerable amount of information about potential business cus- 
tomers, since much of this information is available through government and industry publi- 
cations and websites. Marketers use this information to identify potential business customers 
and to estimate their purchase potential. 

Much information about business customers is based on industrial classification sys- 
tems. In the United States, marketers traditionally have relied on the Standard Industrial 
Classification (SIC) system, which the federal government developed to classify selected 
economic characteristics of industrial, commercial, financial, and service organizations. 
However, the SIC system has been replaced by a new industry classification system called 
the North American Industry Classification System (NAICS). NAICS is a single industry 
classification system used by the United States, Canada, and Mexico to generate comparable 
statistics among the three partners of the North American Free Trade Agreement (NAFTA). 
The NAICS classification is based on the types of production activities performed. NAICS is 
similar to the International Standard Industrial Classification (ISIC) system used in Europe 
and many other parts of the world. Whereas the SIC system divided industrial activity into 
10 divisions, NAICS divides it into 20 sectors. NAICS contains 1,170 industry classifica- 
tions, compared with 1,004 in the SIC system. NAICS is more comprehensive and up-to- 
date, and it provides considerably more information about service industries and high-tech 
products.'* Table 7.2 shows some NAICS codes for Apple Inc. and AT&T Inc. Over the next 
few years, all three NAFTA countries will convert from previously used industrial classifica- 
tion systems to NAICS. 

Industrial classification systems are ready-made tools that enable marketers to catego- 
rize organizations into groups based mainly on the types of goods and services provided. 
Although an industrial classification system is a vehicle for segmentation, it is most appropri- 
ately used in conjunction with other types of data to determine exactly how many and which 


customers a marketer can reach. 
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TABLE 7.2 _ Examples of NAICS Classification = 


NAICS Hierarchy for AT&T Inc. NAICS Hierarchy for Apple Inc. 


Sector 51 Sector 31-33 Manufacturing 


Subsector 517 Telecommunications Subsector 334 Computer and Electronic 
Manufacturing 


Industry Group 5171 Wired Telecommunication Carriers | Industry Group 3341 Computer and Peripheral 
Equipment Manufacturing 


Industry Group 5172 Wireless Telecommunications 
Carriers 


Industry 51711 Wired Telecommunication Carriers | Industry 33411 Computer and Peripheral 
Equipment Manufacturing 


Industry 51721 Wireless Telecommunications 
Carriers 


Industry 517110 Wired Telecommunication Carriers | U.S. Industry 334111 Electronic Computer 
Manufacturing 


Industry 517210 Wireless Telecommunications 
Carriers 


Source: NAICS Association, www.census.gov/eos/www/naics/index.html (accessed April 6, 2011). 


A marketer can take several approaches to determine the identities and locations of orga- 
nizations in specific groups. One approach is to use state directories or commercial indus- 
trial directories, such as Standard & Poor’ Register and Dun & Bradstreet’s Million Dollar 
Directory. These sources contain such information about a firm as its name, industrial clas- 
sification, address, phone number, and annual sales. By referring to one or more of these 
sources, marketers isolate business customers with industrial classification numbers, deter- 
mine their locations, and develop lists of potential customers by desired geographic area. 
A more expedient, although more expensive, approach is to use a commercial data service. 
Dun & Bradstreet, for example, can provide a list of organizations that fall into a particular 
industrial classification group. For each company on the list, Dun & Bradstreet gives the 
name, location, sales volume, number of employees, type of products handled, names of 
chief executives, and other pertinent information. Either method can effectively identify and 
locate a group of potential customers. However, a marketer probably cannot pursue all orga- 
nizations on the list. Because some companies have greater purchasing potential than others, 
marketers must determine which customer or customer group to pursue. 

To estimate the purchase potential of business customers or groups of customers, a mar- 
keter must find a relationship between the size of potential customers’ purchases and a vari- 
able available in industrial classification data, such as the number of employees. For example, 
a paint manufacturer might attempt to determine the average number of gallons purchased 
by a specific type of potential customer relative to the number of employees. A marketer 
with no previous experience in this market segment will probably have to survey a random 
sample of potential customers to establish a relationship between purchase sizes and numbers 
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of employees. Once this relationship is established, it can be applied to customer groups to 
estimate their potential purchases. After deriving these estimates, the marketer is in a posi- 
tion to select the customer groups with the most sales and profit potential. 

Despite their usefulness, industrial classification data pose several problems. First, a 
few industries do not have specific designations. Second, because a transfer of products 
from one establishment to another is counted as a part of total shipments, double count- 
ing may occur when products are shipped between two establishments within the same 
firm. Third, because the Census Bureau is prohibited from providing data that iden- 
tify specific business organizations, some data, such as value of total shipments, may be 
understated. Finally, because government agencies provide industrial classification data, 
a significant lag usually exists between data-collection time and the time the information 
is released. 


CHAPTER REVIEW 


Distinguish among the various types of 
business markets. 


Business (B2B) markets consist of individuals, 
organizations, and groups that purchase a specific 
kind of product for resale, direct use in producing 
other products, or use in day-to-day operations. 
Producer markets include those individuals and 
business organizations that purchase products for 
the purpose of making a profit by using them to 
produce other products or as part of their opera- 
tions. Intermediaries that buy finished products 
and resell them to make a profit are classified as 
reseller markets. Government markets consist of 
federal, state, county, and local governments, which 
spend billions of dollars annually for goods and ser- 
vices to support internal operations and to provide 
citizens with needed services. Organizations with 
charitable, educational, community, or other non- 
profit goals constitute institutional markets. 


Identify the major characteristics of business 
customers and transactions. 


Transactions that involve business customers dif- 
fer from consumer transactions in several ways. 
Such transactions tend to be larger, and negotia- 
tions occur less frequently, though they are often 
lengthy. They frequently involve more than one 
person or department in the purchasing organiza- 
tion. They may also involve reciprocity, an arrange- 
ment in which two organizations agree to buy from 
each other. Business customers are usually better 
informed than ultimate consumers and are more 


likely to seek information about a product’s fea- 
tures and technical specifications. 


When purchasing products, business customers are 
particularly concerned about quality, service, price, 
and supplier relationships. Quality is important 
because it directly affects the quality of products 
the buyer’s firm produces. To achieve an exact level 
of quality, organizations often buy products on 
the basis of a set of expressed characteristics, called 
specifications. Because services have such a direct 
influence on a firm’s costs, sales, and profits, fac- 
tors such as market information, on-time delivery, 
and availability of parts are crucial to a business 
buyer. Although business customers do not depend 
solely on price to decide which products to buy, 
price is of primary concern because it directly influ- 
ences profitability. 


Business buyers use several purchasing methods, 
including description, inspection, sampling, and 
negotiation. Most organizational purchases are 
new-task, straight rebuy, or modified rebuy. In a 
new-task purchase, an organization makes an initial 
purchase of items to be used to perform new jobs 
or solve new problems. A straight rebuy purchase 
occurs when a buyer purchases the same products 
routinely under approximately the same terms of 
sale. In a modified rebuy purchase, a new-task 
purchase is changed the second or third time it is 
ordered or requirements associated with a straight 
rebuy purchase are modified. 


© Russell Kord/Alamy 
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Understand several attributes of demand for 
business products. 


Industrial demand differs from consumer demand 
along several dimensions. Industrial demand 
derives from demand for consumer products. At 
the industry level, industrial demand is inelastic. If 
an industrial item’s price changes, product demand 
will not change as much proportionally. Some 
industrial products are subject to joint demand, 
which occurs when two or more items are used in 
combination to make a product. Finally, because 
organizational demand derives from consumer 
demand, the demand for business products can 
fluctuate widely. 


Become familiar with the major components 
of a buying center. 


Business (or organizational) buying behavior refers 
to the purchase behavior of producers, resell- 
ers, government units, and institutions. Business 
purchase decisions are made through a buying 
center, the group of people involved in making 
such purchase decisions. Users are those in the orga- 
nization who actually use the product. Influencers 
help develop specifications and evaluate alternative 
products for possible use. Buyers select suppliers 
and negotiate purchase terms. Deciders choose the 
products. Gatekeepers control the flow of informa- 
tion to and among individuals occupying other 
roles in the buying center. 


Understand the stages of the business buying 
decision process and the factors that affect 
this process. 


The stages of the business buying decision process 
are problem recognition, development of product 
specifications to solve problems, search for and 
evaluation of products and suppliers, selection 
and ordering of the most appropriate product, 


ONLINE RESOURCES 
Please visit the student website at 


and evaluation of the product’s and supplier’s 
performance. 


Four categories of factors influence business buying 
decisions: environmental, organizational, inter- 
personal, and individual. Environmental factors 
include competitive forces, economic conditions, 
political forces, laws and regulations, technologi- 
cal changes, and sociocultural factors. Business 
factors include the company’s objectives, purchas- 
ing policies, and resources, as well as the size and 
composition of its buying center. Interpersonal 
factors are the relationships among people in the 
buying center. Individual factors are personal char- 
acteristics of members of the buying center, such 
as age, education level, personality, and tenure and 
position in the organization. 


Describe industrial classification systems, and 
explain how they can be used to identify and 
analyze business markets. 


Business marketers have a considerable amount 
of information available for use in planning mar- 
keting strategies. Much of this information is 
based on an industrial classification system, which 
categorizes businesses into major industry groups, 
industry subgroups, and detailed industry catego- 
ries. An industrial classification system—like the 
North American Industry Classification System 
(NAICS) used by the United States, Canada, and 
Mexico—provides marketers with information 
needed to identify business customer groups. It can 
best be used for this purpose in conjunction with 
other information. After identifying target indus- 
tries, a marketer can obtain the names and loca- 
tions of potential customers by using government 
and commercial data sources. Marketers then must 
estimate potential purchases of business custom- 
ers by finding a relationship between a potential 
customer's purchases and a variable available in 
industrial classification data. 
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KEY CONCEPTS 


producer markets 179 modified rebuy purchase 186 value analysis 190 
reseller markets 179 derived demand 186 vendor analysis 190 
government markets 180 inelasticdemand 186 multiple sourcing 190 
institutional markets 181 jointdemand 187 sole sourcing 190 
reciprocity 183 business (organizational) North American Industry 
new-task purchase 186 buying behavior 188 Classification System 


straight rebuy purchase 186 buying center 188 CMe ate 


ISSUES FOR DISCUSSION AND REVIEW 


1. Identify, describe, and give examples of the four 7. How does demand for business products differ 
major types of business markets. from consumer demand? 

2. Why might business customers generally be con- 8. What are the major components of a firm’s buying 
sidered more rational in their purchasing behavior center? 


than ultimate consumers? 


9. Identify the stages of the business buying decision 


3. What are the primary concerns of business process. How is this decision process used when 
customers? making straight rebuys? 

4. List several characteristics that differentiate transac- 10. How do environmental, business, interpersonal, 
tions involving business customers from consumer and individual factors affect business purchases? 
transactions. 5 ' ; Res 

11. What function does an industrial classification 

5. What are the commonly used methods of business system help marketers perform? 

buying? 


6. Why do buyers involved in straight rebuy purchases 
require less information than those making new- 
task purchases? 


MARKETING APPLICATIONS 


1. Identify organizations in your area that fit each 3. Purchases by businesses may be described as new- 
business market category: producer, reseller, task, modified rebuy, or straight rebuy. Categorize 
government, and institutional. Explain your the following purchase decisions and explain your 
classifications. choices. 


a. Bob has purchased toothpicks from Smith 


2. Indicate the method of buying (description, inspec- 
Restaurant Supply for 25 years and recently 


tion, sampling, or negotiation) an organization 


would be most likely to use when purchasing each placed an order for yellow toothpicks rather 

of the following items. Defend your selections. than the usual white ones. 

a. A building for the home office of a light bulb b. Jill's investment company has been purchasing 
manutaceurer envelopes from AAA Office Supply for a year 

b. Wool for a clothing manufacturer and now needs to purchase boxes to mail year- 

c. An Alaskan cruise for a company retreat, end portfolio summaries to clients. Jill calls 
assuming a regular travel agency is used AAA to purchase these boxes. 


d. One-inch nails for a building contractor 
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c. Reliance Insurance has been supplying its sales- 
people with small personal computers to assist 
in their sales efforts. The company recently 
agreed to begin supplying them with faster, 
more sophisticated computers. 


4. Identifying qualified customers is important to the 
survival of any organization. NAICS provides help- 
ful information about many different businesses. 
Pind the NAICS manual at the library or online at 
www.naics.com and identify the NAICS code for 
the following items. 

a. Chocolate candy bars 
b. Automobile tires 
c. Men’s running shoes 


ONLINE EXERCISE 


5. Boeing is the world’s leading aerospace corpora- 
tion and largest manufacturer of commercial and 
military aircraft. Visit the company’s website at 
www.boeing.com. 

a. At what types of business markets are Boeing's 
products targeted? 

b. How does Boeing address some of the concerns 
of business customers? 

c. What environmental factors do you think 
affect demand for Boeing products? 


DEVELOPING YOUR MARKETING PLAN 


When developing a marketing strategy for business 
customers, it is essential to understand the process the 
business goes through when making a buying decision. 
Knowledge of business buying behavior is important 
when developing several aspects of the marketing plan. 
To assist you in relating the information in this chapter to 
the creation of a marketing plan for business customers, 
consider the following issues: 


1. What are the primary concerns of business custom- 
ers? Could any of these concerns be addressed with 
strengths of your company? 


2. Determine the type of business purchase your cus- 
tomer will likely be using when purchasing your 


product. How would this impact the level of infor- 
mation required by the business when moving 
through the buying decision process? 


3. Discuss the different types of demand that the 
business customer will experience when purchasing 
your product. 


The information obtained from these questions should 
assist you in developing various aspects of your marketing 
plan found in the /nteractive Marketing Plan exercise at 
www.cengagebrain.com. 


VIDEO CASE 


Tea, one of the oldest beverages in the world, is a growth 
industry these days. Served hot or cold, brewed in bags or 
using loose leaves, tea accounts for $10 billion in U.S. sales 
every year. Although the business is dominated by corporate 
giants such as Lipton, companies with unique tea products can 
compete quite effectively by connecting with key resellers. 


Numi Tea of Oakland, California, is riding the wave of tea popu- 
larity in just this way. Founded in 1999 by the brother-and-sister 
team Ahmed and Reem Rahim, Numi markets only organic full- 
leaf teas. Many of its teas are Fair Trade certified, which means 
the growers in India, China, and South Africa are paid more 
than the usual market rate for their leaves. For environmental 
sustainability, Numi’s gift boxes and store displays are made 
from fast-growing bamboo. 


Numi’s product offerings include tea bags, tea leaf mixtures, 
herbal teas, and accessories such as teapots and filters. One of 
its most unusual products is flowering tea. When a hand-sewn 
bundle of these black, white, or green tea leaves is dropped into 
boiling water, it releases its fragrant flavor as it expands into a 
pretty blossom shape. In addition, Numi runs a Tea Garden in 
downtown Oakland, furnished with eco-friendly materials and 
featuring Numi’s organic teas plus an assortment of cheeses, 
fruits, and bakery items. 


How did Numi bring its sales to a multi-million-dollar boil so 
quickly? From the start, the Rahims recognized that their com- 
pany’s growth depended on building long-term relationships 
with good wholesalers, retailers, and restaurants. Numi needed 
to educate resellers (and help them educate their customers) 
about the advantages of Numi’s tea products. To do this, it cre- 
ated training materials for reseller employees and a series of 
informational tea cards for resellers to give to customers. It also 
developed colorful product highlight cards and displays for store 
shelves and restaurant tables, plus eye-catching posters and 
banners showcasing the brand. 


Service is another important element of Numi’s marketing 
strategy. The company has a brand ambassador who visits 
restaurants, wholesalers, and retailers to introduce new products 
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Numt1 [eA Pours It ON wiTH RESELLERS 


and promotions, discuss point-of-purchase displays, conduct 
product demonstrations, and identify new sales opportunities. It 
also sends out newsletters and e-mails with product and promo- 
tion updates. 


Rather than using a “one-size-fits-all” approach, Numi adapts 
its service to the differing needs of its various resellers. For 
instance, to help upscale restaurants make a good impression 
on their patrons, Numi provides handsome bamboo tea chests 
and boxes in which to present tea choices at table-side. Numi 
also makes glossy presentation folders in which luxury hotels 
can leave Numi tea bags in guest rooms as a special amenity. 
In addition, it helps its hotel and restaurant customers create 
custom menus and inserts that describe Numi’s special teas in 
more detail. 


For the convenience of its resellers, Numi offers a number of 
ordering options. Depending on the size of their order and 
where they are located, retailers can buy through a local whole- 
saler, Numi’s website, or the wholesaler WorldPantry.com. To 
make it easy for consumers to find Numi retailers in the United 
States and Canada, the company’s website includes a store loca- 
tor function. 


Careful attention to reseller relationships has helped Numi 
increase annual revenues beyond $13 million. No wonder it 
was recently named one of the fast-growing inner-city compa- 
nies in America. More growth is ahead as the company expands 
distribution by intensifying its marketing to gourmet grocery 
stores, quality restaurants, and upscale hotels across North 
America." 


QUESTIONS FOR DISCUSSION 


1. What important concerns might retailers and wholesalers 
have when making decisions about buying from Numi? 


2. During vendor analysis, how much weight do you think a 
buyer for a high-end restaurant is likely to give Numi’s ser- 
vice capabilities? Why? 


3. How might local wholesalers react to the policy of allowing 
retailers to order directly from Numi’s website? 


© Russell Kord/Alamy 


Coca-Cola Views Africa as New Frontier 
for Growth 


With sales flat in many developed markets, Coca-Cola views Africa as the next 
land of promise. Although Coke has been present in Africa since 1929, war, 
poverty, lack of roads, and water shortages have kept its per capita consump- 
tion low. These obstacles still exist, but with a difference: African consum- 
ers are earning more disposable income. By 2014 experts estimate that 106 
million households in Africa will be earning at least $5,000 a year, which, 
according to research, is the point at which families begin spending half their 
income on nonfood items. Coca-Cola sees this trend as a major opportunity 
for growth and plans to invest $12 billion within the next 10 years to bring 
Coca-Cola into every region. For those regions without much infrastructure, 
Coca-Cola products are delivered via handcarts and bicycles. 

Organizations like the World Health Organization oppose Coke's expan- 
sion plans, saying a product lacking nutritional benefits has no place in 
impoverished countries. However, Coca-Cola points out the economic oppor- 
tunities its expansion will provide for Africans. Coke employs 65,000 people 
in Africa, many of them entrepreneurs in rural areas and a number of them 
women. Coca-Cola operates a micro-distribution center network to encour- 
age entrepreneurship. Additionally, not all of Coca-Cola's bottling plants in 
Africa will be for soda; some will be for juice so as to tap into the demand for 
tropical fruit beverages. Despite the many obstacles that Coca-Cola will face, 
success in Africa could propel the company’s signature product back into the 
growth stage.' 
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CHAPTER 8 


Reaching 


Global 
Markets 


OB EC IVES: 


1 


Understand the nature of 
global marketing strategy. 


Analyze the environmental 
forces that affect 
international marketing 
efforts. 


Understand several 
important international 
trade agreements. 


Identify methods of 
international market entry. 


Examine various forms 
of global organizational 
structures. 


Examine the use of 
the marketing mix 
internationally. 
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Ap echnological advances and rapidly chahging political and economic conditions are mak- 
ing it easier than ever for companies to market their products overseas as well as at home. 
With most of the world’s population and two-thirds of total purchasing power outside the 
United States, international markets represent tremendous opportunities for growth. Accessing 
these markets can promote innovation, while intensifying global competition can spur com- 
panies to market better, less expensive products. For instance, MI'V provides a potential view- 
ing audience of more than 1.2 billion people through MTV’s global network of 65 channels, 
reaching 641 million households around the world. In terms of the interactive community 
and audience, MTV offers more than 200 digital media entities throughout the world.’ 

In deference to the increasingly global nature of marketing, we devote this chap- 
ter to the unique features of global markets and international marketing. We begin by 
considering the nature of global marketing strategy and the environmental forces that 
create opportunities and threats for international marketers. Next, we consider several 
regional trade alliances, markets, and agreements. Then we examine the modes of entry 
into international marketing and companies’ degree of involvement in it, as well as some 
of the structures that can be used to organize multinational enterprises. Finally, we exam- 
ine how firms may alter their marketing mixes when engaging in international marketing 
efforts. All of these factors must be considered in any marketing plan that includes an 
international component. 


The Nature of Global Marketing 
Strategy 


International marketing involves developing and performing marketing activities across 
national boundaries. For instance, Walmart has more than 2 million employees and oper- 
ates more than 8,000 retail outlets in 15 countries, including the United States, Brazil, and 
China; Starbucks serves tens of millions of customers a week at more than 16,000 shops 


in 50 countries.* American icon Jack Daniels now sells 
more cases of whiskey abroad than it does in its own back- 
yard.* General Motors sells more cars in China than in the 
United States. 

Firms are finding that international markets provide 
tremendous opportunities for growth. To encourage inter- 
national growth, many countries offer significant practi- 
cal assistance and valuable benchmarking research that 
| AS will help their domestic firms become more competitive 
ae ae globally. One example is the benchmarking of best inter- 
national practices that is conducted by the network of 
CIBERs—Centers for International Business Education 
and Research—at leading business schools in the United 
States. These CIBERs are funded by the U.S. government 
to help U.S. firms become more competitive globally.’ A 
major element of the assistance that these governmental 
organizations can provide for firms (especially small and 
medium-sized firms) is knowledge of the internationaliza- 
International Marketing tion process of firms. 

As part of an extensive international marketing program, Traditionally, most companies—such as McDonald’s 
McDonald’s releases Spanish-language advertisements. aid Oo lave catered che global marketplace dncrerone 


tally as they gained knowledge about various markets and 


Un cafetal de sabor. 


McC 
Premium Roas! 


Coffee me encanta 
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opportunities. Beginning in the 1990s, however, some firms—such as eBay, Google, and 
Logitech—were founded with the knowledge and resources to expedite their commitment 
and investment in the global marketplace. These “born globals’—typically small technol- 
ogy-based firms earning as much as 70 percent of their sales outside the domestic home 
market—export their products almost immediately after being established in market niches 
in which they compete with larger, more established firms.° Whether a firm adopts the tra- 
ditional approach, the born global approach, or an approach that merges attributes of both 
approaches to market products and services, international marketing strategy is a critical 
element of a firm’s global operations. Today, global competition in most industries is intense 
and becoming increasingly fierce with the addition of newly emerging markets and firms. 


Environmental Forces in Global 
Markets 


Firms that enter international markets often find that they must make significant adjust- 
ments in their marketing strategies. The environmental forces that affect foreign markets 
may differ dramatically from those that affect domestic markets. It took McDonald’s 14 
years of intense negotiations before it was able to open its restaurants in Russia, but the past 
20 years of operating restaurants in 60 Russian cities has been an enormous success. The 
first location in Russia was the Pushkin Square location, which remains the single busiest 
McDonald’s in the world. When McDonald’s entered Russia, the Soviet Union was falling 
apart, the economy was failing, and political tensions were high; 
despite all of this, McDonald’s Russian restaurants were success- 
ful.’ Thus, a successful international marketing strategy requires 
a careful environmental analysis. Conducting research to under- 


Marketing Debate 


stand the needs and desires of international customers is crucial 
to global marketing success. Many firms have demonstrated that 
such efforts can generate tremendous financial rewards, increase 


Graphic Images on Cigarette 
Labels to Create Fear 


market share, and heighten customer awareness of their products 
around the world. In this section, we explore how differences 
in the sociocultural; economic; political, legal, and regulatory; 
social and ethical; competitive; and technological forces in other 


countries can profoundly affect marketing activities. 


ISSUE: Should graphic and potentially unfair images 
be placed on smoking labels if they work to reduce 
smoking? 


The United States is taking its cue from other countries 
in its redesign of the cigarette label. Countries such 
as Canada and Brazil require a portion of cigarette 


SOCIOCULTURAL FORCES 


Cultural and social differences among nations can have signifi- 
cant effects on marketing activities. Because marketing activities 
are primarily social in purpose, they are influenced by beliefs and 
values regarding family, religion, education, health, and recre- 
ation. In terms of families, the world population reached the 7 
billion mark in 2011-2012, with half residing in countries where 
the fertility rate is at or below 2.1. Because of these lower fer- 
tility rates, the next wave of major population growth will likely 
take longer and be driven by developing countries.* By identifying 
such major sociocultural deviations among countries, marketers 
lay the groundwork for an effective adaptation of marketing strat- 
egy. In India, for instance, three-quarters of McDonald’s menu 
was created to appeal to Indian tastes, including many vegetarian 


packages to be covered with graphic pictorial warnings. 
Brazil has some of the most gruesome, including 
photos of a gangrenous foot and a fetus in an ashtray. 
Such images are meant to depict what can happen 

to smokers and those around them. Supporters claim 
that these countries have seen smoking rates decrease. 
However, cigarette companies claim that the depictions 
go beyond what is accurate. The Association of National 
Advertisers argues that these requirements may violate 
the first amendment. Should these pictures be used if 
they deter people from smoking? 
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items, and it does not include pork or beef products at all. In Italy, where the quality of ingre- 
dients is very important, McDonald’s created the Mcltaly burger. It features all locally grown 
ingredients such as Asiago cheese and artichokes. In spite of protests, the country’s agricultural 
minister endorsed the concept because it will mean millions in increased revenues for strug- 
gling Italian farmers.’ 

Local preferences, tastes, and idioms can all prove complicated for international market- 
ers. Although football is a popular sport in the United States and a major opportunity for 
many television advertisers, soccer is the most popular televised sport in Europe and Latin 
America. And, of course, marketing communications often must be translated into other 
languages. Sometimes, the true meaning of translated messages can be misinterpreted or lost. 
Consider some translations that went awry in foreign markets: KFC’s long-running slogan 
“Finger lickin’ good” was translated into Spanish as “Eat your fingers off,” and Coors’ “Turn 
it loose” campaign was translated into Spanish as “Drink Coors and get diarrhea.”"® 

It can be difficult to transfer marketing symbols, trademarks, logos, and even products 
to international markets, especially if these are associated with objects that have profound 
religious or cultural significance in a particular culture. Gerber began marketing its baby 
food products in Africa and made minimal changes to the traditional packaging, showing 
the Gerber baby on the label. When baby food sales fell way below expectations, the com- 
pany did some investigation and learned that because the literacy rate is low in many parts 
of Africa, it is customary to put a picture of what is in the container on the package. Many 
consumers were not buying the product because they thought Gerber was selling baby meat. 
Cultural differences may also affect marketing negotiations and decision-making behavior. 
Although U.S. and Taiwanese sales agents are equally sensitive to customer interests, research 
suggests that the Taiwanese are more sensitive to the interests of their companies and com- 
petitors and less attuned to the interests of colleagues. Identifying such differences in work- 
related values of employees across different nationalities helps companies design more effec- 
tive sales management practices. Cultural differences in the emphasis placed on personal 
relationships, status, and decision-making styles have been known to complicate dealings 
between Americans and businesspeople from other countries. In many parts of Asia, a gift 
may be considered a necessary introduction before negotiation, whereas in the United States 
or Canada, a gift may be misconstrued as an illegal bribe. 

Buyers’ perceptions of other countries can influence product adoption and use. 
Multiple research studies have found that consumer preferences for products depend on 
both the country of origin and the product category of competing products.''! When peo- 
ple are unfamiliar with products from another country, their perceptions of the country as 
a whole may affect their attitude toward the product and influence whether they will buy 
it. Ifa country has a reputation for producing quality products and therefore has a positive 
image in consumers’ minds, marketers of products from that country will want to make 
the country of origin well known. For example, a generally favorable image of Western 
computer technology has fueled sales of U.S.-made Dell, Apple, and Microsoft computers 
and software in Japan. On the other hand, marketers may want to dissociate themselves 
from a particular country in order to build a brand’s reputation as truly global or because 
a country does not have a good reputation for quality. Because China has had issues with 
product quality in the past, a Chinese company that purchased Volvo is keeping Volvo 
positioned as a Swedish brand. The extent to which a product’s brand image and country 
of origin influence purchases is subject to considerable variation based on national culture 
characteristics. 

When products are introduced from one nation into another, acceptance is far more 
likely if similarities exist between the two cultures. In fact, many similar cultural char- 
acteristics exist across countries. For international marketers, cultural differences have 
implications for product development, advertising, packaging, and pricing. When the 
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original Mini automobile was introduced in England in 1959, 
its dimensions were 10 feet in length, 4 feet in width, and 4 
feet in height. Although BMW was reluctant to export the 
car to the United States, they gave it a try in 2002 and were 
surprised that Americans who drove SUVs, trucks, and mini- 
vans were very interested in the Mini. The United States now 
represents the largest market for Minis. In light of its surpris- 
ing success and its desire to grow market share for the Mini 
in the United States, BMW introduced the Countryman, a 
larger version of the Mini with comparable handling that will 
appeal to a potentially broader American audience.” 


ECONOMIC FORCES 


Global marketers need to understand the international trade sys- 
tem, particularly the economic stability of individual nations, as 
well as trade barriers that may stifle marketing efforts. Economic 
differences among nations—differences in standards of living, 
credit, buying power, income distribution, national resources, 
exchange rates, and the like—dictate many of the adjustments 
firms must make in marketing internationally. 

Instability is one of the guaranteed constants in the global 
business environment. The United States and the European 
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Union are more stable economically than many other regions of 


ea 


the world. However, even these economies have downturns in 
regular cycles, one of which occurred in 2008-2009 during the 


Cultural Differences. 


; ; The Mental Health Foundation in the United Kingdom 
worst global recession since the 1930s. A number of other coun- provides resources to help manage stress. 


tries, including Korea, Russia, Singapore, and Thailand, have 
all experienced economic problems such as depressions, high 


unemployment, corporate bankruptcies, instabilities in currency markets, trade imbalances, 
and financial systems that need major reforms. For instance, the rising power of raw materi- 
als could serve to increase inflation in developing countries where demand is growing.'* The 
constantly fluctuating conditions in different economies require global marketers to carefully 
monitor the global environment and make changes quickly. Even more stable developing 
countries, such as Mexico and Brazil, tend to have greater fluctuations in their business cycles 
than the United States does. Economic instability can disrupt the markets for U.S. products 
in places that otherwise might be excellent marketing opportunities. On the other hand, 
competition from the sustained economic growth of countries such as China and India can 
disrupt markets for U.S. products. 

The value of the dollar, euro, and yen has a major impact on the prices of products 
in many countries. An important economic factor in the global business environment is 
currency valuation. Many countries have adopted a floating exchange rate, which allows 
the currencies of those countries to fluctuate, or float, according to the foreign exchange 
market. China is constantly being criticized for undervaluing its currency, or valuing its 
currency below the market value. This gives it an advantage in selling exports, because the 
Chinese yuan has a lower value than other nations’ currencies. It also decreases demand 
for manufacturers and exporters from other countries.'* In 2010, China allowed for the 
yuan to rise against the U.S. dollar, but most economists believe the change had a negli- 
gible impact.'? Latin American countries, Brazil, China, and several economists have also 
accused the U.S. government of purposely devaluing its currency by issuing more money 
(which subsequently weakens the dollar). Although the United States defended its practices 
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as legitimate, the rapid influx of U.S. dollars into the economy could spark a disruption in 
international currencies. Because many countries float their exchange rates around the dol- 
lar, too much or too little U.S. currency in the economy could create inflationary effects or 
harm exports.'° 

In terms of the value of all products produced by a nation, the United States has the larg- 
est gross domestic product in the world, more than $14 trillion in 2010." Gross domestic 
product (GDP) is an overall measure of a nation’s economic standing; it is the market value 
of a nation’s total output of goods and services for a given period. However, it does not take 
into account the concept of GDP in relation to population (GDP per capita). The United 
States has a GDP per capita of $46,900. Switzerland is roughly 230 times smaller than the 
United States—a little larger than the state of Maryland—but its population density is six 
times greater than that of the United States. Although Switzerland’s GDP is about one- 
forty-fifth the size of the United States’ GDP, its GDP per capita is only a little lower. Even 
Canada, which is comparable in size to the United States, has a lower GDP and GDP per 
capita.'* Table 8.1 provides a comparative economic analysis of 15 countries, including the 
United States. Knowledge about per capita income, credit, and the distribution of income 
provides general insights into market potential. 


Country 
Brazil 
Canada 
China 
Honduras 
India 
Japan 
Jordan 
Kenya 
Mexico 


Russia 


Comparative Analysis of Selected Countries* 


Population GDP Exports Imports Internet Users | Cell Phones 
(in Millions) | (USS in Billions) | (USS in Billions) | (USS in Billions) (in Millions) (in Millions) 


South Africa aE ol Va ES 76.860 77.040 4.420 46.436 


Turkey 
Thailand 


Switzerland a 326.9 Deo. 220.4 6.152 9.255 


958.3 117.4 166.3 27.233 62780 


Sore 580.3 191.3 156.9 17.483 83.057. |B 
United States 310.2 14,720 1,270 1,903 ee a 286 . 


*2010 estimates 
Source: The CIA, The World Factbook, www.cia.gov/library/publications/the-world-factbook/rankorder/rankorderguide.html (accessed January 28, 2011). 
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Opportunities for international trade are not limited to countries with the highest 
incomes. The countries of Brazil, China, India, and Russia (BRIC) have attracted atten- 
tion as their economies appear to be rapidly advancing (although certain economic fac- 
tors have led some to question Russia’s inclusion). Other nations are progressing at a 
much faster rate than they were a few years ago, and these countries—especially in Latin 
America, Africa, eastern Europe, and the Middle East—have great market potential. Many 
of these countries are now being classified into two new categories. “Overlooked” coun- 
tries, including South Africa, Saudi Arabia, and Morocco, are nations whose economic 
advancement is beginning to rival the BRICs. “Frontier” countries, such as Sri Lanka, 
Kenya, and Nigeria, are riskier but nonetheless have potential for growth.'? Consider 
the market potential for mobile value-added service businesses, which is growing rap- 
idly in rural areas. In India, for example, dominant cellular companies such as Reliance 
Communications Ltd. and Tata Teleservices are adding services that are useful for farmers, 
such as using cell phones to control water pumps for crops. These nonvoice cellular ser- 
vices are growing and are estimated to account for 25 percent of revenues in the next five 
years.°” Marketers must, however, understand the political and legal environments before 
they can convert buying power of customers in these countries into actual demand for 
specific products. 


POLITICAL, LEGAL, AND REGULATORY FORCES 


The political, legal, and regulatory forces of the environment are closely intertwined in 
the United States. To a large degree, the same is true in many countries internationally. 
Typically, legislation is enacted, legal decisions are interpreted, and regulatory agencies 
are operated by elected or appointed officials. A country’s legal and regulatory infrastruc- 
ture is a direct reflection of the political climate in the country. In some countries, this 
political climate is determined by the people via elections, whereas in other countries 
leaders are appointed or have assumed leadership based on certain powers. Although laws 
and regulations have direct effects on a firm’s operations in 
a country, political forces are indirect and often not clearly The Best Spots to Start a Business 


known in all countries. For example, although China has 
opened to international investment in recent years, gov- 


Rank | Country 


ernment censorship has blocked certain companies such as 


Facebook, the world’s largest online social media network, _ 1 Denmark S 
from interacting with consumers.*! Censorship has been a ~ 5 cae z 

of 
highly political process since the advent of Communist rule. | Ss 
On the other hand, some countries have political climates _ 3 United States PD 
that make it easier for international entrepreneurs to start | Fi et cdan : 
their own businesses. Table 8.2 lists some of the best coun- ‘ 
tries in which to start a business, according to the Small | 5 New Zealand € 
Business Administration. iy i 6 ireland ‘ 

The political climate in a country or region, political 
7 Switzerland 


officials in a country, and political officials in charge of trade | 
agreements directly affect the legislation and regulations (or 8 Norway 
lack thereof). Within industries, elected or appointed offi- 


cials of influential industry associations also set the tone 9 Iceland 

for the regulatory environment that guides operations in 10 Netherlands .s 

a particular industry. Consider the American Marketing _ 
yith ie cE Ee f h | f , | : Source: Jeff May, “The Best Country to Start a Business...,” The & 

Association, which has one of the largest professional asso-  _ Wall Street Jounal Novelnbarae cOtGrcoRm ; 


ciations for marketers with 30,000 members worldwide in 
every area of marketing. It has established a statement of 
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ethics, called Ethical Norms and Values for Marketers, that guide the marketing profession 
in the United States.” 

A nation’s political system, laws, regulatory bodies, special-interest groups, and courts all 
have a great impact on international marketing. A government’ policies toward public and 
private enterprise, consumers, and foreign firms influence marketing across national bound- 
aries. Some countries have established import barriers, such as tariffs. An import tariff is any 
duty levied by a nation on goods bought outside its borders and brought into the country. 
Because they raise the prices of foreign goods, tariffs impede free trade between nations. 
Tariffs are usually designed either to raise revenue for a country or to protect domestic prod- 
ucts. In the United States, tariff revenues account for less than 2 percent of total federal rev- 
enues, down from about 50 percent of total federal revenues in the early 1900s. 

Nontariff trade restrictions include quotas and embargoes. A quota is a limit on the amount 
of goods an importing country will accept for certain product categories in a specific period of 
time. The United States maintains tariff-rate quotas on imported raw cane sugar, refined and 
specialty sugar, and sugar-containing products. The goal is to allow countries to export specific 
products to the United States at a relatively low tariff but acknowledges higher tariffs above pre- 
determined quantities.“ An embargo is a government's suspension of trade in a particular prod- 
uct or with a given country. Embargoes are generally directed at specific goods or countries and 
are established for political, health, or religious reasons. An embargo may be used to suspend the 
purchase of a commodity like oil from a country that is involved in questionable conduct such 
as human rights violations or terrorism. Products that were created in the United States or by 
U.S. companies or those containing more than 20 percent of U.S.-manufactured parts cannot 
be sold to Cuba.” Laws regarding pricing policies may also serve as trade barriers. For example, 
the European Union has stronger antitrust laws than the United States. Being found guilty of 
anticompetitive behavior has cost companies like Intel billions 
of dollars. Because some companies do not have the resources to 
comply with more stringent laws, this can act as a barrier to trade. 

Exchange controls, government restrictions on the amount 
of a particular currency that can be bought or sold, may also limit 
international trade. They can force businesspeople to buy and 
sell foreign products through a central agency, such as a central 
bank. On the other hand, to promote international trade, some 
countries have joined to form free trade zones, multinational eco- 
nomic communities that eliminate tariffs and other trade barriers. 
Such regional trade alliances are discussed later in the chapter. As 
mentioned earlier, foreign currency exchange rates also affect the 
prices marketers can charge in foreign markets. Fluctuations in 
the international monetary market can change the prices charged 
across national boundaries on a daily basis. Thus, these fluctua- 
tions must be considered in any international marketing strategy. 

Countries may limit imports to maintain a favorable bal- 
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ance of trade. The balance of trade is the difference in value 
between a nation’s exports and its imports. When a nation 
exports more products than it imports, a favorable balance of 
trade exists because money is flowing into the country. The 
United States has a negative balance of trade for goods and ser- 
vices of more than $497.8 billion.”° A negative balance of trade 
is considered harmful because it means U.S. dollars are support- 
ing foreign economies at the expense of U.S. companies and 
workers. At the same time, U.S. citizens benefit from the assort- 
ment of imported products and their typically lower prices. 
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Many nontariff barriers—such as quotas and minimum 
price levels set on imports, port-of-entry taxes, and stringent Entrepreneurship in Marketing 
health and safety requirements—still make it difficult for 
U.S. companies to export their products. For instance, the 


collectivistic nature of Japanese culture and the high-con- Made-in-Haiti Movement 
text nature of Japanese communication make some types of 5 es 
: aH Seeks to Revitalize Haiti’s 


direct marketing messages less effective and may predispose 
many Japanese to support greater regulation of direct mar- Economy 
keting practices.*” A government's attitude toward importers 


has a direct impact on the economic feasibility of exporting Entrepreneur Mesh Gelman believes that commerce, 
to that country. not charity, is the key to fighting Haiti’s poverty. Haiti is 


the poorest country in the Western hemisphere, with 70 
percent unemployment. When Helman saw this extreme 


ETHICAL AND SOCIAL need, he and business partner Elizabeth Brown decided 
RESPONSIBILITY FORCES to promote the Made-in-Haiti movement through a 
Facebook page titled Choose Haiti. In one week, the 
Differences in national standards are illustrated by what the page had more than 22,000 fans. The movement is 
Mexicans call la mordida: “the bite.” The use of payoffs and striving to revive Haiti’s textile industry, which has 
bribes is deeply entrenched in many governments. Because shrunk due to competition from China. To bring jobs 
U.S. trade and corporate policy, as well as U.S. law, prohibit back to Haiti, Gelman and Brown plan to move the 
direct involvement in payoffs and bribes, U.S. companies production of their textile brand, American Blanket, 
may have a hard time competing with foreign firms that from China to Haiti. Other textile companies, such as 
engage in these practices. Some U.S. businesses that refuse Beverly Hills Polo and the Gap, are also supporting 
to make payoffs are forced to hire local consultants, public the movement. President Obama approved the Haiti 
relations firms, or advertising agencies, which results in indi- Economic Lift Program—a bill designed to increase 
rect payoffs. The ultimate decision about whether to give textile trade between Haiti and the United States. With 
small tips or gifts where they are customary must be based continued support from the government and from 
on a company’s code of ethics. However, under the Foreign people like Gelman and Brown, Haiti hopes to increase 
Corrupt Practices Act of 1977, it is illegal for U.S. firms to employment in the textile industry from 25,000 to 
attempt to make large payments or bribes to influence policy 150,000 Haitian workers.’ 


decisions of foreign governments. Nevertheless, facilitating 

payments, or small payments to support the performance of 

standard tasks, are often acceptable. The Foreign Corrupt 

Practices Act also subjects all publicly held U.S. corporations to rigorous internal controls 
and record-keeping requirements for their overseas operations. Many other countries have 
also outlawed bribery. 

Differences in ethical standards can also affect marketing efforts. In China and Vietnam, 
for example, standards regarding intellectual property differ dramatically from those in the 
United States, creating potential conflicts for marketers of computer software, music, and 
books. Pirated consumer goods, according to the U.S. Department of Commerce, cost $650 
billion annually.”* See Table 8.3 for a list of the most counterfeited objects. In China, luxury 
handbag manufacturer Louis Vuitton (LV) pursued a store selling knockoffs of its purses. 
The store admitted to selling counterfeit LV goods to Canadian singer Celine Dion. The 
store was ordered to pay more than $73,000 in compensation to LV over trademark infringe- 
ment. In the Shanghai court system, this was the maximum compensation that could be 
awarded to LV.” Unfortunately, not all companies have had as much luck as Louis Vuitton 
in combating counterfeit products. The enormous amount of counterfeit products available 
worldwide, the time it takes to track them down, and legal barriers in certain countries make 
the pursuit of counterfeiters challenging for many companies. 

When marketers do business abroad, they sometimes perceive that other business cultures 
have different modes of operation. This uneasiness is especially pronounced for marketers who 
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TABLE 8.3 Most Frequently Counterfeited Goods 


1. Brand-name clothing 
2. Electronics 


3. Handbags and luxury accessories 3 


4. Medicine 

5. CDs, DVDs, and video games 
6. Automotive parts 

7. Toys 

8. Cosmetics and personal hygiene products bs 
9. Cigarettes : 


10. Food and beverages 


Source: “Counterfeit Culture,” CBC News, www.cbc.ca/news/ 
interactives/map-counterfeit-goods (accessed January 27, 2011). 


have not traveled extensively or interacted much with foreigners in business or social settings. For 
example, a perception exists among many in the United States that U.S. firms are often different 
from those in other countries. This implied perspective of “us” versus “them” is also common in 
other countries. Table 8.4 indicates the countries that businesspeople, risk analysts, and the general 
public perceived as the most and least corrupt. In business, the idea that “we” differ from “them” 
is called the self-reference criterion (SRC). The SRC is the unconscious reference to one’s own 
cultural values, experiences, and knowledge. When confronted with a situation, we react on the 
basis of knowledge we have accumulated over a lifetime, which is usually grounded in our culture 
of origin. Our reactions are based on meanings, values, and symbols that relate to our culture, but 
they may not have the same relevance to people of other cultures. 

However, many businesspeople adopt the principle of “When in Rome, do as the Romans 
do.” These businesspeople adapt to the cultural practices of the country they are in and use 
the host country’s cultural practices as the rationalization for sometimes straying from their 
own ethical values when doing business internationally. For instance, by defending the pay- 
ment of bribes or “greasing the wheels of business” and other questionable practices in this 
fashion, some businesspeople are resorting to cultural relativism—the concept that moral- 
ity varies from one culture to another and that business practices are therefore differentially 
defined as right or wrong by particular cultures. 

Because of differences in cultural and ethical standards, many companies work both 
individually and collectively to establish ethics programs and standards for international busi- 
ness conduct. Levi Strauss’s code of ethics, for example, bars the firm from manufacturing 
in countries where workers are known to be abused. Starbucks’s global code of ethics strives 
to protect agricultural workers who harvest coffee beans. Many other firms, including Texas 
Instruments, Coca-Cola, Du Pont, Hewlett-Packard, Levi Strauss & Company, Texaco, and 
Walmart, endorse responsible international business practices. These companies support a 
globally based resource system called Business for Social Responsibility (BSR). BSR tracks 
emerging issues and trends, provides information on corporate leadership and best practices, 
conducts educational workshops and training, and assists organizations in developing practi- 
cal business ethics tools. It addresses such issues as community investment, corporate social 
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E8.4 Perceptions of the Least and Most Corrupt Countries 


Least Corrupt Most Corrupt 
A 1. Denmark 1. Somalia 
yi 2. New Zealand 2. Myanmar 
: 3. Singapore 3. Afghanistan 
: 4. Finland 4. lraq 
: 5. Sweden 5. Uzbekistan 
: 6. Canada 6. Turkmenistan 
: 7. Netherlands 7. Sudan 
: 8. Australia 8. Chad 
: 9. Switzerland 9. Burundi 
: 10. Norway 10. Equatorial Guinea 
11. Iceland 11. Angola 
12. Luxembourg 12. Venezuela 
13. Hong Kong 13. Kyrgyzstan 
14. lreland 14. Guinea 


Note: The United States is perceived as the 22nd least corrupt nation. 
Source: “Corruption Perceptions Index 2010,” Transparency International, www.transparency.org/policy_research/ 
surveys_indices/cpi/2010/results (accessed January 27, 2011). 


responsibility, the environment, governance, and accountability. BSR has also established 
formal partnerships with other organizations that focus on corporate responsibility in Brazil, 
Israel, the United Kingdom, Chile, and Panama.” 


COMPETITIVE FORCES 


Competition is often viewed as a staple of the global marketplace. Customers thrive on the 
choices offered by competition, and firms constantly seek opportunities to outmaneuver 
their competition to gain customers’ loyalty. Firms typically identify their competition when 
they establish target markets worldwide. Customers who are seeking alternative solutions 
to their product needs find the firms that can solve those needs. However, the increasingly 
interconnected international marketplace and advances in technology have resulted in com- 
petitive forces that are unique to the international marketplace. 

Beyond the types of competition (i.e., brand, product, generic, and total budget compe- 
tition) and types of competitive structures (i.e., monopoly, oligopoly, monopolistic competi- 
tion, and pure competition), which are discussed in Chapter 3, firms that operate interna- 
tionally must do the following: 


¢ Be aware of the competitive forces in the countries they target. 
¢ Identify the interdependence of countries and the global competitors in those markets. 


* Be mindful of a new breed of customers: the global customer. 


© Nick Cleave Photography/Alamy 


Competitive Forces 
Starbucks maintains a global competitive advantage by focusing on 
product quality and employee satisfaction. 
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Each country has unique competitive aspects—often 
founded in the other environmental forces (i.e., socio- 
cultural, technological, political, legal, regulatory, and 
economic forces)—that are often independent of the 
competitors in that market. The most globally competi- 
tive countries are listed in Table 8.5. Although competi- 
tors drive competition, nations establish the infrastructure 
and the rules for the types of competition that can take 
place. For example, Microsoft’s almost monopolistic dom- 
inance in many countries’ markets led the United Nations’ 
European Commission to a longstanding legal battle over 
the firm’s marketing and competitive practices related to 
its bundling of a media player with its Windows computer 
operating system. Microsoft ultimately lost the battle, as 
well as an appeal to the Court of First Instance, and paid 
fines and penalties of nearly $2.4 billion.*! Like the United 
States, other countries allow some monopoly structures to 
exist. Consider Sweden; its alcohol sales are made through 
the governmental store Systembolaget, which is legally 
supported by the Swedish Alcohol Retail Monopoly. 
According to Systembolaget, the Swedish Alcohol Retail 
Monopoly exists for one reason: “to minimize alcohol- 
related problems by selling alcohol in a responsible way.”* 

A new breed of customer—the global customer—has 
changed the landscape of international competition drasti- 
cally. In the past, firms simply produced goods or services 
and provided local markets with information about the fea- 
tures and uses of their goods and services. Customers seldom 
had opportunities to compare products from competitors, 


__Ranking of the Most Competitive Countries in the World 


1. Switzerland 
2. Sweden 

3. Singapore 
4. United States 
5. Germany 

6. Japan 

7. Finland 

8. Netherlands 
9. Denmark 


10. Canada 


11. Hong Kong SAR : 

12. United Kingdom ; 

13. Taiwan, China & 

14. Norway : 

15. France : 
é 

16. Australia ‘ 

17. Qatar 

18. Austria 

19. Belgium 


20. Luxembourg 


Source: Joaquin Almunia, Paola Annoni, Jennifer Blanke, Ciara Browne, Margareta Drzeniek Hanouz, Thierry Gieger, 
Irene Mia, Michela Nardo, and Xavier Sala-i-Martin, The Global Competitiveness Report 2010-2011, World Economic 
Forum (Palgrave Macmillan), www3.weforum.org/docs/WEF_GlobalCompetitivenessReport_2010-11.pdf (accessed 


January 27, 2011). 
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know details about the competing products’ features, and compare other options beyond the 
local (country or region) markets. Now, however, not only do customers who travel the globe 
expect to be able to buy the same product in most of the world’s more than 200 countries, but 
they also expect that the product they buy in their local store in Miami will have the same fea- 
tures as similar products sold in London or even in Beijing. If either the quality of the product 
or the product’s features are more advanced in an international market, customers will soon 
demand that their local markets offer the same product at the same or lower prices. 


TECHNOLOGICAL FORCES 


Advances in technology have made international marketing much easier. Interactive web sys- 
tems, instant messaging, and podcast downloads (along with the traditional vehicles of voice 
mail, e-mail, fax, and cell phones) make international marketing activities more affordable and 
convenient. Internet use and social networking activities have accelerated dramatically within 
the United States and abroad. For instance, Facebook has been highly successful in Russia with 
a growth rate of 376 percent in less than a year. Whereas Google has struggled to gain market 
share in the country, Facebook quickly became the fifth largest social networking site.*? On 
the other hand, Cuba is the least connected country in the Americas, with only 3 percent of 
Cubans frequently using the Internet. Internet service is banned in most private homes. 

In many developing countries that lack the level of technological infrastructure found in the 
United States and Japan, marketers are beginning to capitalize on opportunities to leapfrog exist- 
ing technology. For example, cellular and wireless phone technology is reaching many countries at 
a more affordable rate than traditional hard-wired telephone systems. Consequently, opportuni- 
ties for growth in the cell phone market remain strong in Southeast Asia, Africa, and the Middle 
East. One opportunity created by the rapid growth in cell phone service contracts in China is the 
shouji jiayouzhan, or “cell phone gas station,” which allows consumers to recharge their phone, 
camera, and PDA batteries quickly and cheaply, and they can watch commercials during the 
10-minute charging session.” China’s transportation infrastructure is also being enhanced by its 


high-speed rail network, considered to be the most ambitious public works project in the world.*° 
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Regional Trade Alliances, Markets, 
and Agreements 


Although many more firms are beginning to view the world as one huge marketplace, vari- 
ous regional trade alliances and specific markets affect companies engaging in international 
marketing; some create opportunities, and others impose constraints. In fact, while trade 
agreements in various forms have been around for centuries, the last century can be classi- 
fied as the trade agreement period in the world’s international development. Today, there are 
nearly 200 trade agreements around the world compared with only a select handful in the 
early 1960s. In this section, we examine several of the more critical regional trade alliances, 
markets, and changing conditions affecting markets. These include the North American Free 
Trade Agreement, European Union, Southern Common Market, Asia-Pacific Economic 
Cooperation, and World Trade Organization. 


Tue Nortu AMERICAN FREE [TRADE 
AGREEMENT (NAFTA) 


The North American Free Trade Agreement (NAFTA), implemented in 1994, effectively 
merged Canada, Mexico, and the United States into one market of nearly 455 million con- 
sumers. NAFTA eliminated virtually all tariffs on goods produced and traded among Canada, 
Mexico, and the United States to create a free trade area. The estimated annual output for 
this trade alliance is more than $14 trillion.*” 

NAFTA makes it easier for U.S. businesses to invest in Mexico and Canada; provides 
protection for intellectual property (of special interest to high-technology and entertainment 
industries); expands trade by requiring equal treatment of U.S. firms in both countries; and 
simplifies country-of-origin rules, hindering Japan’s use of Mexico as a staging ground for 
further penetration into U.S. markets. Although most tariffs on products coming to the 
United States were lifted, duties on more sensitive products, such as household glassware, 
footwear, and some fruits and vegetables, were phased out over a 15-year period. 

Canada’s more than 33 million consumers are relatively affluent, with a per capita GDP 
of $39,600. Trade between the United States and Canada totals approximately $480 bil- 
lion.** Currently, exports to Canada support approximately 1.5 million U.S. jobs. In fact, 
Canada is the single largest trading partner of the United States. 

With a per capita GDP of $13,800, Mexico’s 112 million consumers are less affluent 
than Canadian consumers. However, they bought more than $150 billion worth of U.S. 
products in a recent year.*”? Many U.S. companies, including Hewlett-Packard, IBM, and 
General Motors, have taken advantage of Mexico's low labor costs and close proximity to the 
United States to set up production facilities, sometimes called maquiladoras. Production at 
the maquiladoras, especially in the automotive, electronics, and apparel industries, has grown 
rapidly as companies as diverse as Ford, John Deere, Motorola, Sara Lee, Kimberly-Clark, 
and VF Corporation set up facilities in north-central Mexican states. Although Mexico expe- 
rienced financial instability throughout the 1990s and is experiencing another bout of insta- 
bility because of drug cartel violence, privatization of some government-owned firms and 
other measures instituted by the Mexican government and businesses, along with a boom- 
ing U.S. economy, have helped Mexico's economy. Moreover, increasing trade between the 
United States and Canada constitutes a strong base of support for the ultimate success of 
NAFTA. 

Mexico’s membership in NAFTA links the United States and Canada with other Latin 


American countries, providing additional opportunities to integrate trade among all the 
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nations in the Western Hemisphere. Indeed, efforts to create a free trade agreement among 
the 34 nations of North and South America are under way. A related trade agreement—the 
Dominican Republic-Central American Free Trade Agreement (CAFTA-DR)—among Costa 
Rica, the Dominican Republic, El Salvador, Guatemala, Honduras, Nicaragua, and the 
United States has also been ratified in all those countries except Costa Rica. U.S. exports 
more than $26 billion to the CAFTA-DR countries annually.“° 

Despite its benefits, NAFTA has been controversial, and disputes continue to arise 
over its implementation. The three countries have found it difficult to agree on the best 
way for enforcing the trade agreement. For instance, the Mexican president has called for 
a union among the three economies that would allow the trade bloc to compete against 
Asia. However, his vision has not been accepted by the other leaders. Leaders in the trading 
bloc are meeting less often, and many of the goals that were first set for the years following 
NAFTA have not been met. One reason was the September 11, 2001, attacks that prompted 
the United States to increase border controls. It has been estimated that less than 1 percent 
of the border between the United States and Canada is secure, and the drug wars near the 
Mexican border make it unlikely that the United States will loosen its border controls any 
time soon. Another problem with the trilateral agreement is the fact that Mexico and Canada 
seem more intent on their relationships with the United States than with each other.*' Firms 
have also faced difficulties under NAFTA. ExxonMobil filed a lawsuit against the Canadian 
government for damages resulting from Canada’s imposition of new costs on offshore petro- 
leum projects, which the company believes violates the provisions of the trade agreement.” 

Although many Americans feared the agreement would erase jobs in the United States, 
Mexicans have been disappointed that it failed to create more jobs. Although NAFTA has 
been controversial, it has become a positive factor for U.S. firms that want to engage in 
international marketing. Because licensing requirements have been relaxed under the pact, 
smaller businesses that previously could not afford to invest in Mexico and Canada will be 
able to do business in those markets without having to locate there. NAFTA’s long phase- 
in period provides ample time for adjustment for those firms affected by reduced tariffs on 
imports. Increased competition should lead to a more efficient market, and the long-term 
prospects of including most Western Hemisphere countries in the alliance promise addi- 
tional opportunities for U.S. marketers. 


Tue European UNIon (EU) 


The European Union (EU), sometimes also referred to as the European Community or 
Common Market, was established in 1958 to promote trade among its members, which ini- 
tially included Belgium, France, Italy, West Germany, Luxembourg, and the Netherlands. 
In 1991, East and West Germany united, and by 2010, the EU included the United 
Kingdom, Spain, Denmark, Greece, Portugal, Ireland, Austria, Finland, Sweden, Cyprus, 
Poland, Hungary, the Czech Republic, Slovenia, Estonia, Latvia, Lithuania, Slovakia, Malta, 
Romania, and Bulgaria. Croatia, the Former Yugoslav Republic of Macedonia, and Turkey 
are candidate countries that hope to join the European Union in the near future.* 

The European Union consists of nearly half a billion consumers and has a combined 
GDP of more than $14 trillion. Although only 7 percent of the population, the EU gener- 
ates nearly 22 percent of the world’s GDP.* The EU is a relatively diverse set of democratic 
European countries. It is not a state that is intended to replace existing country states, nor 
is it an organization for international cooperation. Instead, its member-states have common 
institutions to which they delegate some of their sovereignty to allow specific matters of joint 
interest to be decided at the European level. The primary goals of the EU are to establish 
European citizenship; ensure freedom, security, and justice; promote economic and social 


progress; and assert Europe’s role in world trade.*° To facilitate free trade among members, 
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the EU is working toward standardizing business regulations and requirements, import 
duties, and value-added taxes; eliminating customs checks; and creating a standardized cur- 
rency for use by all members. Many European nations (Austria, Belgium, Finland, France, 
Germany, Ireland, Italy, Luxembourg, the Netherlands, Portugal, and Spain) are linked 
to a common currency, the euro, but several EU members have rejected the euro in their 
countries (e.g., Denmark, Sweden, and the United Kingdom). On January 1, 2011, Estonia 
became the 17th country to join the euro zone and adopt the euro.*” Although the common 
currency may necessitate that marketers modify their pricing strategies and may subject them 
to increased competition, it also frees companies that sell products among European coun- 
tries from the complexities of exchange rates. The long-term goals are to eliminate all trade 
barriers within the EU, improve the economic efficiency of the EU nations, and stimulate 
economic growth—thus making the union’s economy more competitive in global markets, 
particularly against Japan and other Pacific Rim nations and North America. 

The recent worldwide recession, however, has slowed Europe’s economic growth and has 
contributed to unrest in certain nations. Several members experienced severe budget deficits, 
and three countries—Ireland, Greece, and Portugal—required significant bailouts from the 
International Monetary Fund. As part of the deal, and in order to secure additional funds, these 
countries implemented austerity measure to reduce their deficit. Greece’s announcement that it 
planned to reduce its deficit by making budget cuts and increasing taxes led to wide-scale dem- 
onstrations within the country. Germany, on the other hand, will likely see its impact on the 
euro-zone increase. Because Germany is home to several exporting Companies, its exports are in 
high demand in fast-growing economies, and it has a smaller budget deficit and household debt, 
Germany is expected to do better economically than its European counterparts. In fact, econo- 
mists predict that Germany’s GDP will experience higher than average growth in the area.“ 

As the EU nations attempt to function as one large market, consumers in the EU may 
become more homogeneous in their needs and wants. Marketers should be aware, however, 
that cultural differences among the nations may require modifications in the marketing mix for 
customers in each nation. Differences in tastes and preferences in these diverse markets are sig- 
nificant for international marketers. But there is evidence that such differences may be dimin- 
ishing, especially within the younger population that includes teenagers and young profession- 
als. Gathering information about these distinct tastes and preferences is likely to remain a very 
important factor in developing marketing mixes that satisfy the needs of European customers. 
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THE SOUTHERN COMMON Market (MERcosuR) 


The Southern Common Market (Mercosur) was established in 1991 under the Treaty of 
Asuncion to unite Argentina, Brazil, Paraguay, and Uruguay as a free trade alliance. Venezuela 
joined in 2006. Currently, Bolivia, Chile, Colombia, Ecuador, and Peru are associate mem- 
bers. The alliance represents two-thirds of South America’s population and has a combined 
GDP of more than $3 trillion, making it the fourth-largest trading bloc behind NAFTA 
and the EU. Like NAFTA, Mercosur promotes “the free circulation of goods, services, and 
production factors among the countries” and establishes a common external tariff and com- 
mercial policy.” 

South America and Latin America are catching the attention of many international busi- 
nesses. The region is advancing economically with an estimated growth rate of 4 to 5 percent. 
Another trend is that several of the countries, including some of the Mercosur alliance, are 
starting to experience more stable democracies. Even Cuba, one of the traditionally harshest 
critics of capitalism in Latin America, is embracing more privatization. After up to 1 mil- 
lion state workers were laid off in 2011, many Cubans had to try to earn their living in the 
county's expanding private sector.” 


Tue Asta-Paciric ECONOMIC 
CooreERATION (APEC) 


The Asia-Pacific Economic Cooperation (APEC), established in 1989, promotes open 
trade and economic and technical cooperation among member-nations, which initially 
included Australia, Brunei Darussalam, Canada, Indonesia, Japan, Korea, Malaysia, New 
Zealand, the Philippines, Singapore, Thailand, and the United States. Since then, the alli- 
ance has grown to include China, Hong Kong, Taiwan, Mexico, Papua New Guinea, Chile, 
Peru, Russia, and Vietnam. The 21-member alliance represents approximately 41 percent 
of the world’s population, 54 percent of world GDP, and nearly 44 percent of global trade. 
APEC differs from other international trade alliances in its commitment to facilitating busi- 
ness and its practice of allowing the business/private sector to participate in a wide range of 
APEC activities.*! 

Companies of the APEC have become increasingly competitive and sophisticated in 
global business in the last few decades. Moreover, the markets of the APEC offer tremendous 
opportunities to marketers who understand them. In fact, the APEC region has consistently 
been one of the most economically dynamic parts of the world. In its first decade, the APEC 
countries generated almost 70 percent of worldwide economic growth, and the APEC region 
consistently outperformed the rest of the world.” 

Japanese firms in particular have made tremendous inroads on world markets for auto- 
mobiles, motorcycles, watches, cameras, and audio and video equipment. Products from 
Sony, Sanyo, Mitsubishi, Canon, Suzuki, and Toshiba are sold all over the world and have 
set standards of quality by which other products are often judged. Sony is often viewed 
as the benchmark of the global company. Despite the high volume of trade between the 
United States and Japan, the two economies are less integrated than the U.S. economy is 
with Canada and the European Union. If Japan imported goods at the same rate as other 
major nations, the United States would sell billions of dollars more each year to Japan. 

The most important emerging economic power is China, which has become one 
of the most productive manufacturing nations. China, which is now the United States’ 
second-largest trading partner, has initiated economic reforms to stimulate its economy 
by privatizing many industries, restructuring its banking system, and increasing public 
spending on infrastructure. China is a manufacturing powerhouse; its economy grew at 
a rate of nearly 10.3 percent in 2010 but is expected to slow somewhat over the next few 
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years.’ Many foreign companies, including Nike and Adidas, have factories in China to 
take advantage of its low labor costs, and China has become a major global producer in 
virtually every product category. Conversely, some Chinese plants are choosing to move to 
the United States. For instance, Suntech Power Holdings operates a 117,000-square-foot 
Chinese plant located in Arizona. Some of the reasons for moving to America include the 
ability to evade certain Chinese trade barriers and—in the case of Suntech—to take advan- 
tage of the U.S. government’s push toward alternative energy.” 

For international businesses, the potential of China’s consumer market is so vast that it is 
almost impossible to measure. However, doing business in China entails many risks. Political 
and economic instability—especially inflation, corruption, and erratic policy shifts—have 
undercut marketers’ efforts to stake a claim in what could become the world’s largest market. 
Moreover, piracy is a major issue, and protecting a brand name in China is difficult. Because 
copying is a tradition in China, and laws that protect copyrights and intellectual property 
are weak and minimally enforced, the country is flooded with counterfeit videos, movies, 
compact discs, computer software, furniture, and clothing. 

Pacific Rim regions such as South Korea, Thailand, Singapore, Taiwan, and Hong Kong 
are also major manufacturing and financial centers. Even before Korean brand names such 
as Samsung, Daewoo, and Hyundai became household words, these products prospered 
under U.S. company labels, including GE, GTE, RCA, and JCPenney. Singapore boasts 
huge global markets for rubber goods and pharmaceuticals. Hong Kong is still a strong com- 
mercial center after being transferred to Chinese control. Vietnam is one of Asia’s fastest- 
growing markets for U.S. businesses, but Taiwan, given its stability and high educational 
attainment, has the most promising future of all the Pacific Rim nations as a strong local 
economy and low import barriers draw increasing imports. The markets of APEC offer tre- 
mendous opportunities to marketers who understand them. For instance, Yum! Brands, the 
number-two fast-food chain after McDonald’s, opened its first KFC fast-food restaurant in 
China in 1987 and has since opened more than 3,000 KFC and Pizza Hut outlets in China, 
as well as a new concept store called East Dawning, which serves Chinese fast food. Yum! 
Brands gets 60 percent of its profits from overseas, with sales in China overtaking sales in 


the U.S. market.” 


Chinese Tilapia: Environmental 
and Product Ouality Issues 


ilapia is a favorite among fish lovers and producers carbon monoxide to preserve the fresh appearance of the 


alike. The mild white fish grows quickly, is inexpen- 

sive to produce, and is coveted by seafood lovers. 
China leads the way in farm raising these fish. Despite its 
popularity, the sustainability of this fish is controversial. The 
Monterey Bay Aquarium sets the standards by which many 
consumers judge fish, and the organization gives Chinese 
tilapia an “avoid” rating. The aquarium sights pollution, 
disease, the contamination of wild populations, and habitat 
damage as potential risks. Additionally, some producers use 


fish. Critics suggest that this may mask signs of fish gone 
bad. On the other hand, the Chinese government employs 
inspectors to check for toxic substances and additives before 
exporting, and many buyers employ outside inspectors. The 
World Wildlife Fund is working to pinpoint farms that are 
making improvements so that not all farms are affected by 
the poor behavior of some. Despite sustainability concerns, 
consumption of tilapia is rising, and Chinese fish farmers are 
there to meet the demand.‘ 
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THe Wor_p TRADE ORGANIZATION (WTO) 


The World Trade Organization (WTO) is a global trade association that promotes free 
trade among 153 member-nations. The WTO is the successor to the General Agreement 
on Tariffs and Trade (GATT), which was originally signed by 23 nations in 1947 to provide 
a forum for tariff negotiations and a place where international trade problems could be dis- 
cussed and resolved. Rounds of GATT negotiations reduced trade barriers for most products 
and established rules to guide international commerce, such as rules to prevent dumping, 
the selling of products at unfairly low prices. 

The WTO came into being in 1995 as a result of the Uruguay Round (1988-1994) of 
GATT negotiations. Broadly, WTO is the main worldwide organization that deals with the 
rules of trade between nations; its main function is to ensure that trade flows as smoothly, 
predictably, and freely as possible between nations. In 2010, 153 nations were members of 
the W1@;* 

Fulfilling the purpose of the WTO requires eliminating trade barriers; educating indi- 
viduals, companies, and governments about trade rules around the world; and assuring global 
markets that no sudden changes of policy will occur. At the heart of the WTO are agree- 
ments that provide legal ground rules for international commerce and trade policy. Based in 
Geneva, Switzerland, the WTO also serves as a forum for dispute resolution.” For example, 
the WTO ruled that the European Union’s tariffs on Chinese fasteners discriminated against 
Chinese exporters. The EU had claimed that China was dumping its steel fasteners and 
imposed tariffs of 63 to 87 percent.”® 


Modes of Entry into International 
Markets 


Marketers enter international markets and continue to engage in marketing activities at sev- 
eral levels of international involvement. Traditionally, firms have adopted one of four differ- 
ent modes of entering an international market; each successive “stage” represents different 
degrees of international involvement. 


e Stage 1: No regular export activities. 

¢ Stage 2: Export via independent representatives (agents). 

¢ Stage 3: Establishment of one or more sales subsidiaries internationally. 

¢ Stage 4: Establishment of international production/manufacturing facilities.” 


As Figure 8.1 shows, companies’ international involvement today covers a wide spec- 
trum, from purely domestic marketing to global marketing. Domestic marketing involves 
marketing strategies aimed at markets within the home country; at the other extreme, global 
marketing entails developing marketing strategies for the entire world (or at least more than 
one major region of the world). Many firms with an international presence start out as small 
companies serving local and regional domestic markets and expand to national markets 
before considering opportunities in foreign markets (the born global firm, described earlier, 
is one exception to this internationalization process). Limited exporting may occur even if a 
firm makes little or no effort to obtain foreign sales. Foreign buyers may seek out the com- 
pany and/or its products, or a distributor may discover the firm’s products and export them. 
The level of commitment to international marketing is a major variable in global marketing 
strategies. In this section, we examine importing and exporting, trading companies, licensing 
and franchising, contract manufacturing, joint ventures, direct ownership, and some of the 
other approaches to international involvement. 


importing 
The purchase of products from a 
foreign source 


exporting 
The sale of products to foreign 
markets 
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FIGURE 8.1. Levels of Involvement in Global Marketing 


Multinational marketing 
International markets are a consideration in the marketing 
strategy, with customization for the country markets based on 
critical differences across regions and country markets. 


Limited exporting 
The firm develops no international marketing strategies, but 
international distributors, foreign firms, or selected 
customers purchase some of its products. 
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in the country of origin. 


IMPORTING AND EXPORTING 


Importing and exporting require the least amount of effort and commitment of resources. 
Importing is the purchase of products from a foreign source. Exporting, the sale of products 
to foreign markets, enables firms of all sizes to participate in global business. A firm may find 
an exporting intermediary to take over most marketing functions associated with marketing 
to other countries. This approach entails minimal effort and cost. Modifications in packag- 
ing, labeling, style, or color may be the major expenses in adapting a product for the foreign 
market. 

Export agents bring together buyers and sellers from different countries and collect a 
commission for arranging sales. Export houses and export merchants purchase products from 
different companies and then sell them abroad. They are specialists at understanding cus- 
tomers’ needs in global markets. Using exporting intermediaries involves limited risk because 
no foreign direct investment is required. 

Buyers from foreign companies and governments provide a direct method of exporting 
and eliminate the need for an intermediary. These buyers encourage international exchange 
by contacting overseas firms about their needs and the opportunities available in exporting 
to them. Indeed, research suggests that many small firms tend to rely heavily on such native 
contacts, especially in developed markets, and remain production oriented rather than mar- 
ket oriented in their approach to international marketing.®’ Domestic firms that want to 
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export with minimal effort and investment should seek out export intermediaries. Once a 
company becomes involved in exporting, it usually develops more knowledge of the country 
and becomes more confident in its competitiveness.” 


TRADING COMPANIES 


Marketers sometimes employ a trading company, which links buyers and sellers in different 
countries but is not involved in manufacturing and does not own assets related to manu- 
facturing. Trading companies buy products in one country at the lowest price consistent 
with quality and sell them to buyers in another country. For instance, SCiNet World Trade 
System offers a 24-hour-per-day online world trade system that connects 17 million com- 
panies in 245 countries, offering more than 50 million products and services. The SCiNet 
system offers online payments and handles customs, tariffs, and inspections of goods for its 
clients. A trading company acts like a wholesaler, taking on much of the responsibility of 
finding markets while facilitating all marketing aspects of a transaction. An important func- 
tion of trading companies is taking title to products and performing all the activities neces- 
sary to move the products to the targeted foreign country. For instance, large grain-trading 
companies that operate out-of-home offices in both the United States and overseas control 
a major portion of the world trade of basic food commodities. These trading companies sell 
homogeneous agricultural commodities that can be stored and moved rapidly in response to 
market conditions. 

Trading companies reduce risk for firms that want to get involved in international mar- 
keting. A trading company provides producers with information about products that meet 
quality and price expectations in domestic and international markets. Additional services a 
trading company may provide include consulting, marketing research, advertising, insur- 
ance, product research and design, legal assistance, warehousing, and foreign exchange. 


LICENSING AND FRANCHISING 


When potential markets are found across national boundaries, and when production, tech- 
nical assistance, or marketing know-how is required, licensing is an alternative to direct 
investment. The licensee (the owner of the foreign opera- 
tion) pays commissions or royalties on sales or supplies 
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that is licensed for production in the United States; the 
Yoplait brand tries to maintain a French image. Similarly, 
sports organizations such as the International Olympic 
Committee (IOC), which is responsible for the Olympic 
Games, typically concentrate on organizing their sporting 
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competencies of the firm or organization are not related PE 

to the product being sold (such as in the case of Olympics Global Franchising 
merchandise). Licensing can also be a viable alternative Subway offers an extensive global franchise network. 
when the political stability of a foreign country is in 
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doubt. In addition, licensing is especially advanta- 
geous for small manufacturers wanting to launch 
a well-known brand internationally. For example, 
Questor Corporation owns the Spalding name but 
does not produce a single golf club or tennis ball 
itself; all Spalding sporting products are licensed 


India 


worldwide. 
Franchising is a form of licensing in which a com- 
pany (the franchiser) grants a franchisee the right to 
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Tanzania market its product—using its name, logo, methods 


of operation, advertising, products, and other ele- 


Vietnam 
ments associated with the franchiser’s business—in 


return for a financial commitment and an agreement 
to conduct business in accordance with the fran- 
chiser’s standard of operations. This arrangement 
allows franchisers to minimize the risks of inter- 
national marketing in four ways: (1) the franchiser 
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tent because franchisees pay a fixed fee and royal- 
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world; other well-known franchisers with international visibility include Hampton Inn, 


H&R Block, and Supercuts. 


ConTRACT MANUFACTURING 


Contract manufacturing occurs when a company hires a foreign firm to produce a desig- 
nated volume of the firm’s product (or a component of a product) to specification and the 
final product carries the domestic firm’s name. The Gap, for example, relies on contract 
manufacturing for some of its apparel; Reebok uses Korean contract manufacturers to pro- 
duce many of its athletic shoes. Marketing may be handled by the contract manufacturer or 
by the contracting company. 

Three specific forms of contract manufacturing have become popular in the last decade: 
outsourcing, offshoring, and offshore outsourcing. Outsourcing is defined as the contract- 
ing of noncore operations or jobs from internal production within a business to an exter- 
nal entity that specializes in that operation. For example, outsourcing certain elements of a 
firm’s operations to China and Mexico has become popular. The majority of all footwear is 
now produced in China, regardless of the brand name on the shoe you wear. Over the past 
20 years, U.S. domestic apparel manufacturing fell from 41 percent to 3 percent due to out- 
sourcing.” Services can also be outsourced. Vodafone and France-telecom owned Orange, 
mobile telecommunications companies in Britain, outsource the management of their net- 
works to Ericsson and Nokia in an effort to improve margins and cost efficiencies as well 
as to focus more on innovation.” Offshoring is defined as moving a business process that 
was done domestically at the local factory to a foreign country, regardless of whether the 
production accomplished in the foreign country is performed by the local company (e.g., 
in a wholly owned subsidiary) or a third party (e.g., subcontractor). Typically, the produc- 


tion is moved to reap the advantages of lower cost of operations in the foreign location. 


outsourcing 
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Offshore outsourcing is the practice of contracting with an organization to perform some 
or all business functions in a country other than the country in which the product or service 
will be sold. Today, some clothing manufacturers that previously engaged in offshore out- 
sourcing are moving production back to the United States to maintain quality and tighter 
inventory control. 


JOINT VENTURES 


In international marketing, a joint venture is a partnership between a domestic firm and a 
foreign firm or government. Joint ventures are especially popular in industries that require 
large investments, such as natural resources extraction or automobile manufacturing. Control 
of the joint venture may be split equally, or one party may control decision making. Joint 
ventures are often a political necessity because of nationalism and government restrictions on 
foreign ownership. In spite of an unpredictable political environment under democratically 
elected socialist president Hugo Chavez, many nations are eager to form joint ventures with 
Venezuelan national oil companies in order to gain access to Venezuela's petroleum resources. 
Russian and Belarusian oil companies have both joined up with Petroleos de Venezuela.” 
However, the Chavez regime has been hostile to some direct foreign investment from capi- 
talist countries, particularly that of U.S. companies. Joint ventures may also occur when 
acquisition or internal development is not feasible or when the risks and constraints leave 
no other alternative. They also provide legitimacy in the eyes of the host country’s citizens. 
Local partners have firsthand knowledge of the economic and sociopolitical environment 
and the workings of available distribution networks, and they may have privileged access 
to local resources (raw materials, labor management, and so on). However, joint venture 
relationships require trust throughout the relationship to provide a foreign partner with a 
ready means of implementing its own marketing strategy. Joint ventures are assuming greater 
global importance because of cost advantages and the number of inexperienced firms that 
are entering foreign markets. They may be the result of a trade-off between a firm’s desire for 
completely unambiguous control of an enterprise and its quest for additional resources. 


Strategic Alliances 
American Airlines, British 
Airlines, and Iberia formed an 
alliance in serving transatlantic 
routes called One World. 


AmericanAirlines 
— 
BRITISH AIRWAYS 
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Strategic alliances are partnerships formed to create competitive advantage on a world- 
wide basis. They are very similar to joint ventures, but while joint ventures are defined in 
scope, strategic alliances are typically represented by an agreement to work together (which 
can ultimately mean more involvement than a joint venture). In an international strate- 
gic alliance, the firms in the alliance may have been traditional rivals competing for the 
same market. They may also be competing in certain markets while working together in 
other markets where it is beneficial for both parties. One such collaboration is the Sky Team 
Alliance—involving KLM, Aeromexico, Air France, Alitalia, CSA Czech Airlines, Delta, 
Korean Air, Kenya Airways, Aeroflot, AirEuropa, Vietnam Airlines, Tarom Romanian Air 
Transport, and China Southern Airlines—which is designed to improve customer service 
among the nine firms.°* Ascent Solar, a company that makes solar panels, formed a strategic 
alliance with Indian firm Kirloskar Integrated Technologies Limited. The alliance benefits 
both companies, because Kirloskar will integrate Ascent Solar’s technologies into its prod- 
ucts, and Ascent Solar gains a foothold in the fast-growing Indian market.® Whereas joint 
ventures are formed to create a new identity, partners in strategic alliances often retain their 
distinct identities, with each partner bringing a core competency to the union. 

The success rate of international alliances could be higher if a better fit between the com- 
panies existed. A strategic alliance should focus on a joint market opportunity from which all 
partners can benefit. In the automobile, computer, and airline industries, strategic alliances are 
becoming the predominant means of competing internationally. Competition in these industries 
is so fierce and the costs of competing on a global basis are so high that few firms have all the 
resources needed to do it alone. Firms that lack the internal resources essential for international 
success may seek to collaborate with other companies. A shared mode of leadership among part- 
ner corporations combines joint abilities and allows collaboration from a distance. Focusing on 
customer value and implementing innovative ways to compete create a winning strategy. 


DrrRECT OWNERSHIP 


Once a company makes a long-term commitment to marketing in a foreign country that has 
a promising market as well as a suitable political and economic environment, direct owner- 
ship of a foreign subsidiary or division is a possibility. Most foreign investment covers only 
manufacturing equipment or personnel because the expenses of developing a separate foreign 
distribution system can be tremendous. The opening of retail stores in Europe, Canada, or 
Mexico can require a staggering financial investment in facilities, research, and management. 

The term multinational enterprise, sometimes called a multinational corporation, refers 
to a firm that has operations or subsidiaries in many countries. Often the parent company 
is based in one country and carries on production, management, and marketing activities in 
other countries. The firm’s subsidiaries may be autonomous so they can respond to the needs 
of individual international markets, or they may be part of a global network that is led by the 
headquarters’ operations. 

At the same time, a wholly owned foreign subsidiary may be allowed to operate indepen- 
dently of the parent company to give its management more freedom to adjust to the local 
environment. Cooperative arrangements are developed to assist in marketing efforts, pro- 
duction, and management. A wholly owned foreign subsidiary may export products to the 
home country, its market may serve as a test market for the firm’s global products, or it may 
be a component of the firm’s globalization efforts. Some U.S. automobile manufacturers, for 
example, import cars built by their foreign subsidiaries. A foreign subsidiary offers important 
tax, tariff, and other operating advantages. Table 8.6 lists the 10 largest global corporations. 

One of the greatest advantages of a multinational enterprise is the cross-cultural approach. 
A subsidiary usually operates under foreign management so it can develop a local identity. In 
particular, the firm (i.e., seller) is often expected to adapt, if needed, to the buyer’s culture. 
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TABLE 8.6 Top10Largest Corporations == 


Rank Company Revenue (in Millions) Country 
1 Wal-Mart Stores 421,849 United States 


2 Royal Dutch Shell 378,152 Netherlands 


3 ExxonMobil 354,674 United States 
308,928 Britain 


Sinopec Group 273,422 China 


6 China National Petroleum 240,192 China 


7 State Grid 226,294 China 


8 Toyota Motor 221,760 Japan 
9 Japan Post Holdings 203,958 Japan 


10 Chevron 196,337 United States 


Leal 


Source: “Global 500: Fortune’s Annual Ranking of the World’s Largest Corporations,” CNNMoney, http://money.cnn.com/magazines/fortune/ 
global500/2011/index.html (accessed July 7, 2011). 


Interestingly, the cultural values of customers in the younger age group (30 years and younger) 
is becoming increasingly similar around the world. Today, a 20-year-old in Russia is increas- 
ingly similar in mindset to a 20-year-old in China and a 20-year-old in the United States, 
especially with regard to their tastes in music, clothes, and cosmetics. This makes marketing 
goods and services to the younger population easier today than it was only a generation ago. 
Nevertheless, there is still great danger involved in having a wholly owned subsidiary in some 
parts of the world due to political uncertainty, terrorism threats, and economic instability. 

Whereas the most well-known multinational corporations (MNCs) come from devel- 
oped countries, the world is seeing a rise in MNCs from emerging economies as well. Brazil’s 
Embraer (an aircraft company) and South Africas MTN (a mobile phone company) are two 
examples. India’s Tata group is even beginning to rival more established MNCs. Tata owns 
several firms that qualify as MNCs, specializing in such diverse products as cars, hotels, steel, 
and chemicals. These conglomerates—in which one major entity owns several companies— 
are becoming an organizational trend among multinationals from developing nations.” 


Global Organizational Structures 


Firms develop their international marketing strategies and manage their marketing mixes 
(i.e., product, distribution, promotion, and price) by developing and maintaining an orga- 
nizational structure that best leverages their resources and core competencies. This organiza- 
tional structure is defined as the way a firm divides its operations into separate functions and/ 
or value-adding units and coordinates its activities. Most firms undergo a step-by-step devel- 
opment in their internationalization efforts of the firm’s people, processes, functions, culture, 
and structure. The pyramid in Figure 8.2 symbolizes how deeply rooted the international 
operations and values are in the firm, with the base of the pyramid—structure—being the 
most difficult to change (especially in the short term). Three basic structures of international 
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FIGURE 8.2 Organizational Architecture 
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organizations exist: export departments, international divisions, and internationally inte- 
erated structures (e.g., product division structures, geographic area structures, and matrix 
structures). The existing structure of the firm, or the structure that the firm chooses to adopt, 
has implications for international marketing strategy. 


Export DEPARTMENTS 


For most firms, the early stages of international development are often informal and not fully 
planned. During this early stage, sales opportunities in the global marketplace motivate a 
company to engage internationally. For instance, born global firms make exporting a primary 
objective from their inceptions. For most firms, however, very minimal, if any, organizational 
adjustments take place to accommodate international sales. Foreign sales are typically so small 
that many firms cannot justify allocating structural or other resources to the internationalization 
effort in the infancy of internationalization. Exporting, licensing, and using trading companies 
are preferred modes of international market entry for firms with an export department structure. 

Some firms develop an export department as a subunit of the marketing department, 
whereas others organize it as a department that structurally coexists at an equal level with the 
other functional units. Clipsal, an Australian maker of more than 20,000 different lines of 
electrical accessories, is Australia’s number-one brand of electrical accessories. The company 
has achieved international success led by its high-quality products and operations of its export 
department, which offers global support in many areas of its business. A strong sense of culture 
and teamwork has helped the brand to maintain its strong global position for many years.”! 

Another unique case of developing a successful export operation early after its incep- 
tion is the born global firm of Logitech International. Founded in 1981, Logitech is a Swiss 
company that designs personal computer peripherals that enable people to effectively work, 
play, and communicate in the digital world. Its products include a wide variety of electronics 
accessories such as headsets, keyboards, and remote controls. 
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As demand for a firm’s goods and services grows or its commitments increase due to its 
internationalization efforts, it develops an international structure. Many firms evolve from 
using their export department structure to forming an international division. 


INTERNATIONAL DIVISIONS 


A company’s international division centralizes all of the responsibility for international opera- 
tions (in many cases, all international activities also become centralized in the international 
division). The typical international division concentrates human resources (i.e., international 
expertise) into one unit and serves as the central point for all information flow related to 
international operations (e.g., international market opportunities, international research and 
development). At the same time, firms with an international division structure take advantage 
of economies of scale by keeping manufacturing and related functions within the domestic 
divisions. Firms may develop international divisions at a relatively early stage, as well as a 
mature stage, of their international development. However, an increasing number of firms 
are recognizing the importance of going global early on. As such, these firms use exporting, 
licensing and franchising, trading companies, contract manufacturing, and joint ventures as 
possible modes of international market entry. 

This international division structure illustrates the importance of coordination and 
cooperation among domestic and international operations. Frequent interaction and strate- 
gic planning meetings are required to make this structure work effectively. In particular, firms 
that use an international division structure are often organized domestically on the basis of 
functions or product divisions, whereas the international division is organized on the basis of 
geography. This means that coordination and strategic alignment across domestic divisions 
and the international division are critical to success. At the same time, lack of coordination 
between domestic and international operations is commonly the most significant flaw in the 
international division structure. 

An example of a firm that has used the international division structure to achieve world- 
wide success is Abbott Laboratories, a $30 billion diversified health-care company that devel- 
ops products and services that span prevention and diagnosis to treatment and cures. As 
international sales grew in the late 1960s, the firm added an international division to its 
structure. This international division structure has benefits and drawbacks for Abbott, as it 
does for other firms that use it.” 

Some argue that to offset the natural “isolation” that may result between domestic and 
international operations in this structure, the international division structure should be used: 
only when a company (1) intends to market only a small assortment of goods or services 
internationally and (2) when foreign sales account for only a small portion of total sales. 
When the product assortment increases or the percentage of foreign sales becomes signifi- 
cant, an internationally integrated structure may be more appropriate. 


INTERNATIONALLY INTEGRATED STRUCTURES 


A number of different internationally integrated structures have been developed and imple- 
mented by firms in their quest to achieve global success. The three most common structures 
are the product division structure, the geographic area structure, and the global matrix struc- 
ture. Firms with these varied structures have multiple choices for international market entry 
similar to international divisions (e.g., exporting, licensing and franchising, trading compa- 
nies, contract manufacturing, and joint ventures). However, firms that have internationally 
integrated structures are the most likely to engage in direct ownership activities internationally. 

The product division structure is the form used by the majority of multinational enter- 
prises. This structure lends itself well to firms that are diversified, often driven by their 


PART 3: CUSTOMER BEHAVIOR AND E-MARKETING 


current domestic operations. Each division is a self-contained entity with responsibility for 
its own operations, whether it is based on a country or regional structure. However, the 
worldwide headquarters maintains the overall responsibility for the strategic direction of the 
firm, whereas the product division is in charge of implementation. Procter & Gamble has 
a longstanding tradition of operating as a product division structure, with leading brands 
such as Pampers, Tide, Ariel, Always, Pantene, Bounty, Folgers, Pringles, Charmin, Downy, 
Crest, and Olay. 

The geographic area structure lends itself well to firms with a low degree of diversifi- 
cation. Under this domestically influenced functional structure, the world is divided into 
logical geographical areas based on the firms’ operations and the customers’ characteristics. 
Accenture, a global management consulting firm, operates worldwide largely based on a 
geographic area structure. Each area tends to be relatively self-contained, and integration 
across areas is typically via the worldwide or the regional headquarters. This structure facili- 
tates local responsiveness, but it is not ideal for reducing global costs and transferring core 
knowledge across the firm’s geographic units. A key issue in geographic area structures, as in 
almost all multinational corporations, is the need to become more regionally and globally 
integrated. 

The global matrix structure was designed to achieve both global integration and local 
responsiveness. Asea Brown Boveri (ABB), a Swedish-Swiss engineering multinational, is 
the best-known firm to implement a global matrix structure. ABB is an international leader 
in power and automation technologies that enable customers to improve their performance 
while lowering environmental impact. Global matrix structures theoretically facilitate a 
simultaneous focus on realizing local responsiveness, cost efficiencies, and knowledge trans- 
fers. However, few firms can operate a global matrix well, because the structure is based on, 
for example, product and geographic divisions simultaneously (or a combination of any two 
traditional structures). This means that employees belong to two divisions and often report 
to two managers throughout the hierarchies of the firm. An effectively implemented global 
matrix structure has the benefit of being global in scope while also being nimble and respon- 
sive locally. However, a poorly implemented global matrix structure results in added bureau- 
cracy and indecisiveness in leadership and implementation. 


Danone Discovers Opportunity 
in Emerging Markets 


rench food company Danone has long focused its to Indonesian consumers and now sells Dolima, its 10-cent 
energy on high-end products for the world’s well- yogurt in a tube, throughout Senegal and Bangladesh. — Hi 
off populations. As growth slows, however, the Danone executives feel Dolima on its own may become One: 
company has made a strategic decision to focus more on powerful both in emerging countries and i in developed — 
selling their products in emerging markets. The trick isto nations in which Beep Have cut sss: on eae The i a 


offer products that consumers living on $1 per day can 

afford—a difficult task for companies used to sellingin \ 
more developed countries. Yet Danone has been success- : rising at 10 percent each ORY. Dano monstrates ; 
ful at adapting products to fit these consumers’ needs. For _ that companies can profit from sellin to th world’ s low- 
example, Danone first offered yogurt in a bottle for 10 cents : income consumers. ¢ “et % 
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Customization versus Globalization 
of International Marketing Mixes 


Like domestic marketers, international marketers develop marketing strategies to serve spe- 
cific target markets. Traditionally, international marketing strategies have customized mar- 
keting mixes according to cultural, regional, and national differences. Table 8.7 provides 
a sample of international issues related to product, distribution, promotion, and price. 
For example, many soap and detergent manufacturers adapt their products to local water 
conditions, equipment, and washing habits. Colgate-Palmolive even devised an inexpen- 
sive plastic hand-powered washing machine for use in households that have no electric- 
ity in less-developed countries. Coca-Cola markets distinct versions of its soft drinks for 
the tastes of different regions of the world; it also customizes promotion to feature local 
people, humor, and sports teams in its advertising. Realizing that both similarities and dif- 
ferences exist across countries is a critical first step to developing the appropriate market- 
ing strategy effort targeted to particular international markets. Today, many firms strive 
to build their marketing strategies around similarities that exist instead of customizing 
around differences. 

For many firms, globalization of marketing is the goal; it involves developing marketing 
strategies as though the entire world (or its major regions) were a single entity: a globalized 
firm markets standardized products in the same way everywhere. Nike and Adidas shoes, 
for example, are standardized worldwide. Other examples of globalized products include 


electronic communications equipment, Western-style clothing, movies, soft drinks, rock and globalization 

alternative music, cosmetics, and toothpaste. Sony televisions, Starbucks coffee, and many The development of marketing 

products sold at Walmart all post year-to-year gains in the world market. strategies that treat the entire 
For many years, organizations have attempted to globalize their marketing mixes as world (or its major regions) as a 


single entity 


much as possible by employing standardized products, promotion campaigns, prices, and 


Globalization 
Coca-Cola customizes its products 
in many markets, such as China. 
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Product element 


Core product 


Product adoption 


Managing products 


Branding 
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Marketing Mix Issues Internationally == 


| Sample International Issues 


Is there a commonality of the customer's needs across countries? 


What will the product be used for and in what context? 


How is awareness created for the product in the various country markets? 


How and where is the product typically bought? 


How are truly new products managed in the country markets vis-a-vis existing products or products 
that have been modified slightly? 


Is the brand accepted widely around the world? 


Does the home country help or hurt the brand perception of the consumer? 


Distribution element 


Marketing channels 


Physical distribution 


Retail stores 


Retailing strategy 


Promotion element 


Advertising 


Public relations 


Personal selling 


Sales promotion 


Pricing element 
Core price 


Analysis of demand 


Demand, cost, and 
profit relationships 


Determination of 
price 


What is the role of the channel intermediaries internationally? 


Where is value created beyond the domestic borders of the firm? 


Is the movement of products the most efficient from the home country to the foreign market or to a 
regional warehouse? 


What is the availability of different types of retail stores in the various country markets? 


Where do customers typically shop in the targeted countries—downtown, in suburbs, or in malls? 


Some countries’ customers prefer firm-specific advertising instead of product-specific advertising. 


How does this affect advertising? 


How is public relations used to manage the stakeholders’ interests internationally? 


Are the stakeholders’ interests different worldwide? 


What product types require personal selling internationally? 


Does it differ from how those products are sold domestically? 


Is coupon usage a widespread activity in the targeted international markets? 


What other forms of sales promotion should be used? 


Is price a critical component of the value equation of the product in the targeted country markets? 


Is the demand curve similar internationally as it is domestically? Will a change in price drastically 
change demand? 


What are the fixed and variable costs when marketing the product internationally? 


ie 
& 
E 
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Are they similar to the domestic setting? 


How do the pricing strategy, environmental forces, business practices, and cultural values affect 
price? 
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distribution channels for all markets. The economic and competitive payoffs for globalized 
marketing strategies are certainly great. Brand name, product characteristics, packaging, 
and labeling are among the easiest marketing mix variables to standardize; media allocation, 
retail outlets, and price may be more difficult. In the end, the degree of similarity among 
the various environmental and market conditions determines the feasibility and degree of 
globalization. A successful globalization strategy often depends on the extent to which a 
firm is able to implement the idea of “think globally, act locally.””? Even take-out food lends 
itself to globalization: McDonald’s, KFC, and Taco Bell restaurants satisfy hungry customers 
in both hemispheres, although menus may be altered slightly to satisfy local tastes. When 
Dunkin’ Donuts entered the Chinese market, it served coffee, tea, donuts, and bagels, just 
as it does in the United States, but in China, the donut case also includes items like green 
tea and honeydew melon donuts and mochi rings, which are similar to donuts but are made 
with rice flour.” 

International marketing demands some strategic planning if a firm is to incorporate 
foreign sales into its overall marketing strategy. International marketing activities often 
require customized marketing mixes to achieve the firm’s goals. Globalization requires 
a total commitment to the world, regions, or multinational areas as an integral part of 
the firm’s markets; world or regional markets become as important as domestic ones. 
Regardless of the extent to which a firm chooses to globalize its marketing strategy, 
extensive environmental analysis and marketing research are necessary to understand the 
needs and desires of the target market(s) and successfully implement the chosen mar- 
keting strategy. A global presence does not automatically result in a global competitive 
advantage. However, a global presence generates five opportunities for creating value: 
(1) to adapt to local market differences, (2) to exploit economies of global scale, (3) 
to exploit economies of global scope, (4) to mine optimal locations for activities and 
resources, and (5) to maximize the transfer of knowledge across locations.” To exploit 
these opportunities, marketers need to conduct marketing research and work within the 
constraints of the international environment and regional trade alliances, markets, and 
agreements. 


CHAPTER REVIEW 


Understand the nature of global marketing 
strategy. 


International marketing involves developing and 
performing marketing activities across national 
boundaries. International markets can pro- 
vide tremendous opportunities for growth and 
renewed opportunity for the firm. 


Analyze the environmental forces that affect 
international marketing efforts. 


A detailed analysis of the environment is essen- 
tial before a company enters an international 
market. Environmental aspects of special impor- 
tance include sociocultural; economic, political, 
legal, and regulatory; social and ethical; competi- 
tive; and technological forces. Because marketing 
activities are primarily social in purpose, they are 
influenced by beliefs and values regarding fam- 
ily, religion, education, health, and recreation. 
Cultural differences may affect marketing nego- 
tiations, decision-making behavior, and product 
adoption and use. A nation’s economic stability 
and trade barriers can affect marketing efforts. 
Significant trade barriers include import tariffs, 
quotas, embargoes, and exchange controls. Gross 
domestic product (GDP) and GDP per capita are 
common measures of a nation’s economic stand- 
ing. Political and legal forces include a nation’s 
political system, laws, regulatory bodies, special- 
interest groups, and courts. In the area of ethics, 
cultural relativism is the concept that morality 
varies from one culture to another and that busi- 
ness practices are therefore differentially defined 
as right or wrong by particular cultures. In addi- 
tion to considering the types of competition and 
the types of competitive structures that exist in 
other countries, marketers also need to consider 
the competitive forces at work and recognize the 
importance of the global customer who is well 
informed about product choices from around the 
world. Advances in technology have greatly facili- 
tated international marketing. 


Understand several important international 
trade agreements. 


Various regional trade alliances and specific mar- 
kets create both opportunities and constraints for 
companies engaged in international marketing. 


These include the North American Free Trade 


Agreement, European Union, Southern Common 
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Market, Asia-Pacific Economic Cooperation, and 


World Trade Organization. 


Identify methods of international market entry. 


There are several ways to enter international 
marketing. Importing (the purchase of products 
from a foreign source) and exporting (the sale of 
products to foreign markets) are the easiest and 
most flexible methods. Marketers may employ 
a trading company, which links buyers and sell- 
ers in different countries but is not involved in 
manufacturing and does not own assets related 
to manufacturing. Licensing and franchising 
are arrangements whereby one firm pays fees to 
another for the use of its name, expertise, and 
supplies. Contract manufacturing occurs when a 
company hires a foreign firm to produce a des- 
ignated volume of the domestic firm’s product 
to specification, and the final product carries the 
domestic firm’s name. Joint ventures are partner- 
ships between a domestic firm and a foreign firm 
or government. Strategic alliances are partner- 
ships formed to create competitive advantage on a 
worldwide basis. Finally, a firm can build its own 
marketing or production facilities overseas. When 
companies have direct ownership of facilities in 
many countries, they may be considered multina- 
tional enterprises. 


Examine various forms of global 
organizational structures. 


Firms develop their international marketing 
strategies and manage their marketing mixes by 
developing and maintaining an organizational 
structure that best leverages their resources and 
core competencies. Three basic structures of 
international organizations include export depart- 
ments, international divisions, and internation- 
ally integrated structures (e.g., product division 
structures, geographic area structures, and matrix 
structures). 


Examine the use of the marketing mix 
internationally. 


Although most firms adjust their marketing 
mixes for differences in target markets, some 
firms standardize their marketing efforts world- 
wide. Traditional full-scale international market- 
ing involvement is based on products customized 
according to cultural, regional, and national 
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differences. Globalization, however, involves 
developing marketing strategies as if the entire 
world (or regions of it) were a single entity; a glo- 


same way everywhere. International marketing 
demands some strategic planning if a firm is to 
incorporate foreign sales into its overall marketing 


balized firm markets standardized products in the strategy. 
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ISSUES FOR DISCUSSION AND REVIEW 


domestic marketing? 


. What factors must marketers consider as they decide 


. If you were asked to provide a small tip (or bribe) to 


have a document approved in a foreign nation where 
this practice is customary, what would you do? 


. How will NAFTA affect marketing opportunities 


for U.S. products in North America (the United 
States, Mexico, and Canada)? 


1. How does international marketing differ from 7. What should marketers consider as they decide 


whether to license or enter into a joint venture in a 
foreign nation? 


whether to engage in international marketing? 8. Discuss the impact of strategic alliances on interna- 
sane tional marketing strategies. 
. Why are the largest industrial corporations in the 5 5 
United States so committed to international mar- 9. Contrast globalization with customization of mar- 
keting? keting strategies. Is one practice better than the 
: other? 
. Why do you think this chapter focuses on an analy- 
sis of the international marketing environment? 10. What are some of the product issues that you need 


to consider when marketing luxury automobiles 
in Australia, Brazil, Singapore, South Africa, and 
Sweden? 


MARKETING APPLICATION 


1. ‘To successfully implement marketing strategies in 
the international marketplace, a marketer must 
understand the complexities of the global mar- 
keting environment. Which environmental forces 
(sociocultural, economic, political/legal/regula- 
tory, ethical, competitive, or technological) might 
a marketer need to consider when marketing the 
following products in the international market- 
place, and why? 

a. Barbie dolls 

b. Beer 

c. Financial services 
d. Television sets 


2. Many firms, including Procter & Gamble, FedEx, 
and Occidental Petroleum, wish to do business 
in eastern Europe and in the countries that were 
once part of the former Soviet Union. What events 
could occur that would make marketing in these 
countries more difficult? What events might make 
it easier? 


3. This chapter discusses various organizational 
approaches to international marketing. Which 
would be the best arrangements for international 
marketing of the following products, and why? 

a. Construction equipment 
b. Cosmetics 
c. Automobiles 
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4. Procter & Gamble has made a substantial com- 
mitment to foreign markets, especially in Latin 
America. Its actions may be described as a “glo- 
balization of marketing.” Describe how a shoe 
manufacturer (e.g., Wolverine World Wide) 
would go from domestic marketing to limited 
exporting, to international marketing, and finally 
to a globalization of marketing. Give examples 
of some activities that might be involved in this 
process. 


ONLINE EXERCISE 


5. Founded in 1910 as Florists’ Telegraph Delivery, 
FTD was the first company to offer a “flowers-by- 
wire” service. FID does not deliver flowers itself, 
but it depends on local florists to do it. In 1994, 
FTD expanded its toll-free telephone-ordering 
service by establishing a website. Visit the site at 
www.ftd.com. 

a. Click on “International Shipping.” Select a 
country to which you would like to send flow- 
ers. Summarize the delivery and pricing infor- 
mation that would apply to that country. 

b. Determine the cost of sending fresh-cut sea- 
sonal flowers to Germany. 

c. What are the benefits of this global distribu- 
tion system for sending flowers worldwide? 
What other consumer products could be dis- 
tributed globally through the Internet? 


DEVELOPING YOUR MARKETING PLAN 


When formulating marketing strategy, one of the issues 
a company must consider is whether or not to pursue 
international markets. Although international markets 
present increased marketing opportunities, they also 
require more complex decisions when formulating mar- 
keting plans. To assist you in relating the information 
in this chapter to the development of your marketing 
plan, focus on the following: 


1. Review the environmental analysis that was com- 
pleted in Chapter 3. Extend the analysis for each of 


the seven factors to include global markets. 


2. Using Figure 8.1 as a guide, determine the degree 
of international involvement that is appropriate for 
your product and your company. 


3. Discuss the concepts of customization and global- 
ization for your product when moving to interna- 
tional markets. Refer to Table 8.7 for guidance in 
your discussion. 


The information obtained from these questions should 
assist you in developing various aspects of your marketing 
plan found in the /nteractive Marketing Plan exercise at 
www.cengagebrain.com. 


CHAPTER 8: REACHING GLOBAL MARKETS 


VIDEO CASE 


LONELY PLANET PROVIDES GUIDANCE 


TO LONELY EXPLORER 


Lonely Planet has been global since before it was even a com- 
pany—in its audience, its scope, and its foundation. The now 
ubiquitous guidebook brand got its start in 1973 when Brit Tony 
Wheeler and his wife, Maureen, holed up in Australia to write a 
pamphlet on their experiences traveling in Asia. The couple met 
in their native Britain, found that they shared a love of adven- 
ture, and got married soon thereafter. For their honeymoon, 
they chose to make a trip that no one at the time believed was 
possible—a journey from Britain across Europe and Asia via land 
all the way to Australia. They made it, but by that time, they were 
stuck in Australia with 27 cents between the two of them. Tony 
made the best of the situation by writing the 94-page Across 
Asia on the Cheap, which sold 8,500 copies. From this suitably 
adventurous start, Lonely Planet ballooned into one of the pow- 
erhouses of the growing guidebook and phrasebook industry, 
with around 500 titles covering 118 countries. Lonely Planet now 
represents one-quarter of all English-language guidebooks sold 
in the world and has annual revenues in excess of $75 million. 


The company has offices in London and Oakland, California, with 
its headquarters in Melbourne. It employs 450 office staff and 
around 200 authors. Thanks to these contributors from dozens of 
different countries, the company has a global scope and a global 
perspective, which helps the company successfully market world- 
wide. The huge variety of languages, cultures, and interests across 
their consumer base makes marketing and developing a coherent 
brand image difficult. To cope with these hurdles, Lonely Planet 
works on maintaining a balance between consistency in branding 
and customizing marketing to suit specific target markets. 


In 2007, the Wheelers finally relinquished control of the company 
when they sold it to BBC Worldwide, which is the commercial 
branch of the British Broadcasting Company. The addition of the 
BBC's extensive network of distribution channels has helped Lonely 
Planet to market itself more successfully and to branch into com- 
plementary business areas such as Lonely Planet Images, Lonely 
Planet Television, Lonely Planet Foreign Rights Team, Lonely Planet 
Business Solutions unit, and Lonely Planet Foundation (which 
contributes 5 percent of all profits to international charities and has 
established a carbon offset program for printing and the travels 

of all employees). From the start, one of the fundamental tenets 

of the Lonely Planet brand has been that travel can truly change 
the world and make it a better place. Through the Lonely Planet 
Foundation, the Wheelers have tried to make profound differences 


in the places they visit. Their far-reaching message is being heard 
loud and clear, as evidenced by the more than 5 million unique visi- 
tors clicking on lonelyplanet.com each month. 


This marketing strategy of selective customization, combined 
with relentless fact checking and updating, along with a focus 
on hiring the best and most knowledgeable travel writers, has 
earned Lonely Planet a reputation for quality. Lonely Planet 
books are not only popular; they are considered by many to be 
the definitive guidebooks. In fact, Jay Garner, the first American 
administrator in Iraq, considers Lonely Planet such an author- 
ity on global travel that he used the book Lonely Planet Iraq to 
develop a list of historical sites worth saving. Another nod to 
the success of the brand is the fact that in Asia, imitation Lonely 
Planet guidebooks are now sold alongside imitation Gucci and 
Chanel handbags and Rolex watches. 


No matter what criticisms people may have of Lonely Planet, this 
single guidebook brand has been responsible for the soaring pop- 
ularity of adventure tourism worldwide. Because of Lonely Planet, 
there are surf camps in El Salvador, foreign-owned luxury resorts 
in Nicaragua, and remote villages in the heights of the Himalayas 
with economies based around tourism—monuments to the suc- 
cess of its marketing strategy. Lonely Planet continues its trek 
toward boundless success, due largely to the organization’s clear 
vision of its target market. The Lonely Planet traveler is willing to 
embrace foreign food and culture but still wants to do it comfort- 
ably and cheaply, if possible. The company reaches its market 
through smart marketing and promotion strategies that balance 
a recognizable brand with customization to accommodate local 
tastes. Lonely Planet has never forgotten that there really is no 
such thing as global—that the world consists of thousands of 
different local populations. And Lonely Planet, by knowing clearly 
who comprises its market and by smart marketing strategies, has 
grown from a pamphlet written in a cheap hostel to a huge global 
brand loved by millions of travelers the world over.” 


QUESTIONS FOR DISCUSSION 
1. Why is Lonely Planet a global success? 


2. How has Lonely Planet been able to provide and market 
guidebooks that are useful across languages and cultures? 


3. | How could Lonely Planet guidebooks help marketers to 
develop effective marketing strategies in targeted foreign 
markets? 


CHAPTER 9 


E-Marketing, 
Digital Media, 
and Social 
Networking 


OBJECTIVES: 


| Define digital media and 
electronic marketing, and 
recognize their increasing 
importance in strategic 
planning. 


2 Understand the characteristics 
of digital media and electronic 
marketing—addressability, 
interactivity, accessibility, 
connectivity, control— 
and how they differ from 
traditional marketing activities. 


3. Identify and understand the 
role of digital media in a 
marketing strategy and how 
each type of digital media 
can be used as an effective 
marketing tool. 


4 Understand and identify 
how digital media affect the 
marketing mix and marketing 
research techniques. 


5 Identify legal and ethical 
considerations in digital media 
and electronic marketing. 


Look Out, Facebook: Niche Social 
Networking Sites Draw Advertisers 


If you think advertising on social networks is limited to sites like Twitter and 
Facebook, think again! The rise of social networking has led to hundreds of 
niche social networks dedicated to particular subjects for particular mar- 
ket segments, such as moms, pet-lovers, and teenagers. In just one month, 
approximately 280 million people logged onto social networks other than 
Twitter or Facebook. 

Advertisers are taking notice. It has been estimated that more than 25 
percent of social media advertising spending is for sites outside of the two 
largest social networks. For example, Frontline promoted its flea collars 
through a game on the dog-lover site Dogster, and Medicare coverage pro- 
vider Humana advertised on baby-boomer social network Eons. MTV and Six 
Flags have advertised on myYearbook to target the more challenging youth 
demographic. 

This leads to perhaps the biggest advantage that niche social networking 
has over larger sites: the ability to target specific areas. Although Facebook 
and Twitter have a large reach worldwide, the differences among their users 
make it more difficult to target particular segments. On the other hand, 
smaller social networks address the specific needs of a specific group of peo- 
ple. This provides companies with opportunities to hone in on niche market 
segments. 

According to some marketers, this accessibility to specific markets allows 
for a more accurate target approach. Yet better accuracy comes at a price. 
Niche networks often charge higher ad prices than other sites. However, for 
many marketers, the greater ability to reach their intended audiences is well 
worth the cost.' 
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ince the 1990s, the Internet and information technology have dramatically changed the 

marketing environment and the strategies that are necessary for marketing success. Digital 
media have created exciting opportunities for companies to target specific markets more effec- 
tively, develop new marketing strategies, and gather more information about customers. Using 
digital media channels, marketers are better able to analyze and address consumer needs. 

One of the defining characteristics of information technology in the 21st century is acceler- 
ating change. New systems and applications advance so rapidly that a chapter on this topic has to 
strain to incorporate the possibilities of the future. For example, when Google first arrived on the 
scene in 1998, a number of search engines were fighting for dominance, including WebCrawler, 
Lycos, Magellan, Infoseek, and Excite. Google, with its fast, easy-to-use format, soon became 
the number-one search engine. Today, Google provides additional competition to many indus- 
tries, including advertising, newspaper, mobile phone, book publishing, and social networking. 
However, Google must constantly innovate to keep its competitive advantage due to competi- 
tion from sites such as Yahoo! and Baidu. The Chinese search engine Baidu is gaining ground as 
the fifth-largest “pure-play” Internet company in the world and has the majority of the Chinese 
Internet market.” As you can see, the environment for marketing is changing rapidly based on 
these factors, as well as unknown future developments within information technology. 

In this chapter, we focus on digital marketing strategies, particularly new communica- 
tion channels such as social networks, and discuss how consumers are changing their infor- 
mation searches and consumption behaviors to fit with these emerging technologies and 
trends. Most importantly, we analyze how marketers can use new media to their advantage 
to better connect with consumers, gather more information about their target markets, and 
convert this information into successful marketing strategies. 


Growth and Benefits of E-Marketing 


Before we move on, we must first provide a definition of digital media. Digital media are elec- 
tronic media that function using digital codes—when we refer to digital media, we are referring to 
media available via computers, cellular phones, smartphones, and other digital devices that have 
been released in recent years. A number of terms have been coined to describe marketing activities 
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Digital Marketing 
Telescope assists marketers with 
their digital marketing strategies. 
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on the Internet. Digital marketing uses all digital media, including the Internet and mobile and 
interactive channels, to develop communication and exchanges with customers. In this chapter, 
we focus on how the Internet relates to all aspects of marketing, including strategic planning. 
Thus, we use the term electronic marketing, or e-marketing, to refer to the strategic process of 
distributing, promoting, pricing products, and discovering the desires of customers using digital 
media and digital marketing. Our definition of e-marketing goes beyond the Internet and also 
includes mobile phones, banner ads, digital outdoor marketing, and social networks. 

The phenomenal growth of the Internet has provided unprecedented opportunities for mar- 
keters to forge interactive relationships with consumers. As the Internet and digital communica- 
tion technologies have advanced, they have made it possible to target markets more precisely and 
reach markets that were previously inaccessible. Because of its ability to enhance the exchange of 
information between the marketer and the customer, the Internet has become an important com- 
ponent of firms’ marketing strategies. As the world of digital media continues to develop, Internet 
marketing has been integrated into strategies that include all digital media, including television 
advertising and other mobile and interactive media that do not use the Internet (advertising 
media are discussed in detail in Chapter 17). In fact, marketers are using the term digital market- 
ing as a catch-all for capturing all digital channels for reaching customers. This area is evolving 
quickly, and the digital world is still in an early stage of integration into marketing strategy.” 

One of the most important benefits of e-marketing is the ability of marketers and cus- 
tomers to share information. Through websites, social networks, and other digital media, 
consumers can learn about everything they consume and use in life. The Internet has changed 
the way marketers communicate and develop relationships. Today’s marketers can use the 
Internet to form relationships with a variety of stakeholders, including customers, employ- 
ees, and suppliers. Many companies use not just e-mail and mobile phones, but also social 
networking, wikis, video sharing, podcasts, blogs, videoconferencing, and other technolo- 
gies to coordinate activities and communicate with employees. Modes of communication 
are changing as well, as shown in Table 9.1. For instance, many spend more time sending 
text messages than actually talking on their cell phones. Among those who text on their cell 
phones, men send an average of 555 text messages monthly, while women send 716 text 
messages. Other digital forms of communication merge two or more technologies. Twitter, 
considered both a social network and micro blog, illustrates how these digital technologies 
are combined to create new communication opportunities. 


1 Volume of Traffic on the Internet 


Application Traffic Share (%) 
: Data 28.1 
. Online video 26.2 i 
P2P file sharing 24.9 : 
: Other file sharing 18.7 : 
Voice and video communications led . 
PC gaming 0.7 : 
E-mail and instant messaging 0.3 : 
Gaming console 0.2 ; 


Source: Cisco, reproduced in Bloomberg Businessweek Year in Review, 2010, p. 24. 
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Social networking in particular is changing the dynamics of marketing and business com- 
munication. Nielsen Marketing Research finds that consumers spend more time on social net- 
working sites than on e-mail, and the gap is growing. The most avid online social networkers are 
Australians, followed by British, Italians, and Americans.’ Because of the way they facilitate com- 
munications while significantly reducing costs, these new information technologies represent a 
tremendous opportunity for any industry or activity that depends on the flow of information. 

For many businesses, engaging in digital and online marketing activities is essential to 
maintaining competitive advantages. Increasingly, small businesses can use digital media to 
develop strategies to reach new markets and access inexpensive communication channels. 
In addition, large companies like Walmart utilize online catalogs and company websites to 
supplement their brick-and-mortar stores. At the other end of the spectrum, companies like 
Amazon.com, which lack physical stores and sell products solely online, are emerging to chal- 
lenge traditional brick-and-mortar businesses. Social networking sites such as Facebook are 
advancing e-marketing by providing features such as developing its own currency to purchase 
products, send gifts, and engage in the entire shopping experience.° Finally, some corporate 
websites provide feedback mechanisms through which customers can ask questions, voice 
complaints, indicate preferences, and otherwise communicate about their needs and desires. 


Characteristics of E-Marketing 


One of the biggest mistakes a marketer can make when engaging in digital marketing is to 
treat it like a traditional marketing channel. Digital media offer a whole new dimension to 
marketing that marketers must consider when concocting their companies’ marketing strate- 
gies. Some of the characteristics that distinguish online media from traditional marketing 
include addressability, interactivity, accessibility, connectivity, and control. 


ADDRESSABILITY 


Digital media technology makes it possible for visitors on a website to identify themselves and 
provide information about their product needs and wants before making a purchase. The abil- 
ity of a marketer to identify customers before they make a purchase is called addressability. 
Many websites encourage visitors to register to maximize their use of the site or to gain access 
to premium areas. Social networks are also enhancing addressability. A social network is 
defined as “a web-based meeting place for friends, family, coworkers and peers that allows 
users to create a profile and connect with other users for the purposes that range from get- 
ting acquainted, to keeping in touch, to building a work related network.”” Addressability on 
social networks is achieved through their ability to provide a meeting ground for individu- 
als with similar interests and consumption patterns. On social networks, members register 
varying degrees of personal information; many users also post more information such as likes 
and dislikes, hobbies, and photographs. By connecting with other consumers on these social 
networks, companies are able to gain more access to consumer preferences. 

An addressable channel means the marketer knows who the customer is and can specifi- 
cally address that person, rather than using a more generic appeal as occurs in traditional per- 
sonal interactions. From the standpoint of integrated marking communications, this creates 
the opportunity for customization of promotions. Addressability provides the opportunity 
for the implementation of relationship marketing. In addition, there are the possibilities of 
valuing the customer with financial metrics, developing new promotions, and increasing the 
seller’s share of the customer's purchase. 

The service dimension of products can also be enhanced through e-marketing. Firms 
can cut costs and involve the customer in the production or operations activities that provide 
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service. Addressability greatly facilitates relationship mar- 
keting because it enables customer engagement to create 


product innovation. Marketers get to know their cus- 


FREE FOR CURRENT SUBSCRIBERS tomers, hear their desires, adapt products to meet those 
PRINT. TABLET* SMARTPHONE & WEB desires, and thereby turn customers into brand advocates. 


Hyundai took advantage of the most recent recession by 
pemeareruces treieee creating a Customer Assurance Program. The program 
helped to bolster vehicle sales in an uncertain economic 
climate by allowing buyers to walk away from a purchased 
vehicle in times of financial challenges. After implement- 
ing the program, Hyundai saw sales increase by 14 per- 
cent.* Consumers who wanted to take advantage of the 
Hyundai Assurance Program had to apply online. To pro- 
ae } Rasnbits mote the program, Hyundai developed a Facebook page 
with games and other interactive features that allow poten- 
tial customers to develop a relationship with Hyundai. 
Addressability represents the ultimate expression of 
the marketing concept. Armed with knowledge about 


ALL ACCESS... ALL THE TIME... Perna Nie from ie Web, satiate 
online social networking sites, marketers can tailor mar- 
ALL ON ONE ACCOUNT... : 


keting mixes more precisely to target customers with nar- 
row interests. Addressability enables marketers to track 
website visits and online buying activity, which makes it 


easier for them to accumulate data and target individual 
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customers to enhance future marketing efforts. Netflix 


AE 


Charactorictice of E-Marketing uses addressability to store data about what movies cus- 
Sports Illustrated offers access for all mobile technology for one tomers have watched and their movie ratings, enabling the 
subscription price, promoting online subscription or renewal. company to make recommendations the next time those 


customers visit the site. 


INTERACTIVITY 


Another distinguishing characteristic of social networks is interactivity, which allows cus- 
tomers to express their needs and wants directly to the firm in response to its marketing 
communications. Traditional marketing usually involves one-way forms of communication. 
The marketer contacts the customer through an advertising message, and if the customer 
has questions or concerns, he or she contacts company representatives by phone or other 
feedback mechanisms. This sometimes lengthy process requires companies to employ service 
representatives and/or call centers to interact with customers. Customers often experience a 
waiting period of some duration from between the time they issue the request to when they 
receive an answer. (Think of how often you are put on hold when you contact an organiza- 
tion by phone.) Too much waiting can result in customer dissatisfaction. 

As an alternative to traditional marketing, interactivity focuses on the kinds of digi- 
tal media that can make interpersonal connections possible. By utilizing appropriate digital 
media, companies can facilitate interactivity and enable a conversation with the customer. 
Features like interactive links on websites, for example, allow Internet users to view market- 
ing messages at their own pace, which is different from the more “intrusive” advertisements 
like television commercials or sales calls. Digital media like blogs and some social networks 
allow marketers to interact with prospective customers in real time (or a close approxima- 
tion of it). The one-sided communication common to traditional marketing channels is 
being replaced with interactive conversations between customer and marketer. Thus, digital 
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communication can move marketing away from being an intrusion into developing relation- 
ships through greater interaction between business and consumer. 

Interactivity helps marketers maintain high-quality relationships with existing customers 
by shaping customer expectations and perceptions. Additionally, digital media has created a 
myriad of relationships. Where traditionally a relationship existed between a company and 
a consumer, the Internet now allows consumers to form relationships with one another as 
well—through online chats, blogs, and electronic word of mouth.’ By providing informa- 
tion, ideas, and a context for interacting with other customers, interactive marketers can 
enhance customers’ interest in and involvement with their products. 


ACCESSIBILITY 


An extraordinary amount of information is available on the Internet, and users can access 
this information with a few simple clicks. The ability to obtain digital information is referred 
to as accessibility. Because customers can access in-depth information about competing 
products, prices, reviews, and so forth, they are much better informed about a firm’s products 
and their relative value than ever before. 

Mobile devices such as smartphones, mobile computing devices, and PDAs (personal 
digital assistants) allow customers to leave their desktops and access digital networks from any- 
where. Thanks to the popularity of smartphones and PDAs, one of the fastest-growing areas 
in mobile technology is the creation of applications (known as apps) that help consumers to 
access more information about businesses. The paint manufacturer Benjamin Moore & Co. 
has an iPhone app that allows users to match colors in photographs with shades in Benjamin 
Moore's 3,300-hue color system.'? The most important feature of apps is the convenience and 
cost savings they offer to the consumer. Certain apps, for instance, allow consumers to scan 
a product’s barcode and then compare it with the prices of identical products in other stores. 

To remain competitive, companies are beginning to use mobile marketing to offer addi- 
tional incentives to consumers, with some success. The automotive services company Jiffy 
Lube, for instance, used coupons offered over mobile devices for one of its franchises. The 
company estimated that 50 percent of the new customers that came to that franchise did so 
as a result of its mobile marketing.'’ Another application that marketers are finding useful is 
the QR scanning app. You might have noticed the black-and-white squares that sometimes 
appear in magazines, posters, and storefront displays. These squares, called QR codes, contain 
messages not visible to the naked eye. To read the messages, smartphone users have to first 
download the QR scanning application. They can then open their smartphones and scan the 
black-and-white square. The QR scanning app recognizes the code and opens the link, video, 
or image on the phone's screen. Marketers are using QR codes to promote their companies 
and offer consumer discounts.'* Mobile marketing is becoming an appealing promotional tool 
for many marketers, so much so that U.S. mobile ad spending is estimated to increase to more 
than $2.5 billion by 2014.'° Figure 9.1 shows companies’ top objectives for mobile marketing. 

Accessibility does not only refer to the consumer's ability to obtain information. A firm 
can also use accessibility to its advantage. Many companies are adopting a digital media phi- 
losophy of “open innovation.” Firms can go to sites such as GeniusRocket.com or Innocentive 
.com to request ideas for new products. For example, rather than go to an advertising agency, 
some firms have posted online offerings of $1,000 for a winning logo design. One firm offered 
$10,000 for innovative ways to communicate male grooming ideas to target markets." 

Digital media requires Internet marketers to be creative. Hewlett-Packard Co., for 
instance, has conducted research to find new ways to adapt its website so that customers can 
access it through mobile devices like cell phones. Marketers must be increasingly diligent 
and innovative to attract Internet users, requiring a level of creativity that extends beyond 
traditional marketing media. 


cessibility 
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FIGURE 9.1 Companies’ Top Objectives for Mobile Marketing 


Increase customer engagement 
Improve customer satisfaction 
Appear as innovative 

Build loyalty 

Generate direct revenue/sales 
Increase brand awareness 

Test and learn 

Drive traffic/sales in other channels 
Acquire new customers 

Reach particular consumer segments 


Reduce operating or marketing costs 


0% 10% 20% 30% 40% 50% 60% 


Source: Q3 2010 Global Mobile Maturity Online Survey, Forrester Research Inc., “How Mature Is Your Mobile Strategy?” (October 2010). 
Reprinted by permission. 


CONNECTIVITY 


Connectivity is one of the key contributions of social networking, connecting customers with 
marketers as well as with other customers. It involves the use of digital networks to provide 
linkages between information providers and users. Connectivity has been made easier by 
Facebook, the world’s largest online social network, and other global sites such as Myspace, 
LinkedIn, and Twitter. Many countries have their own much smaller social networking sites 
as well. Orkut is a Google-owned service that has gained popularity in India and Brazil. In 
China, QQ is a major social networking site; some of its counterparts are VKONTAKTE 
in Russia and CyWorld in South Korea. Muxlim targets the world’s Muslims, and research- 
GATE connects scientists and researchers. Being a 21st-century phenomenon—and, there- 
fore, a fairly new development in marketing—the social networking industry has grown by 
leaps and bounds. One estimate by investment bank ThinkEquity suggests that revenue from 
social networking games in America could surpass $2 billion in 2012.” 

Marketers are drawn, in part, to social networks because of the size and diversity of the 
audience. The Facebook audience is larger than the audience for any television network that 
has ever existed throughout history, and Facebook attracts users from all over the world. 
Using Facebook and other online social networking sites, marketers can more easily target 
communication to specific markets based on age, gender, interest, and lifestyle than they can 
using more traditional marketing media. Consumers can connect and express their interests 
to one another, and marketers can use social networking sites to gather information, adver- 
tise, and encourage customer engagement." 


CONTROL 


Control refers to customers abilities to regulate the information that they view and the rate and 
sequence of their exposure to that information. The Internet is sometimes referred to as a pull 
medium because users determine which websites they are going to view; the marketer has only 
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limited ability to control the content to which users are exposed, and in what sequence. Digital 
media like blogs and social networks have endowed users with even greater power because they 
can more easily associate themselves with certain groups and can actively rate products and ser- 
vices. Marketers may fear that their power is being undermined by digital media because digital 
media blur the line between marketer and consumer. Digital media certainly require marketers 
to approach their jobs differently compared with traditional marketing.” 

Although our definition of control refers mainly to consumers, businesses can use digital 
media as control mechanisms also. Enterprise 2.0 is a term coined to describe firms’ efforts 
to use cutting-edge technology associated with social networks and blogs to assist in work- 
place connections. It involves software modifications to contribute to traditional software 
platforms used by large companies. Companies like the telecom firm Alcatel Lucent have 
designed their own internal social networks for in-house networking. By using the company’s 
own social network, employees can find data faster. Internal social networks are a great way 
to capture knowledge and identify experts on different subjects within an organization.'* — 

Other companies are using the power of the consumer to their advantage. While nega- 
tive ratings and reviews are damaging to a company, positive customer feedback is free pub- 
licity that often helps the company more than corporate messages do. Because consumer- 
generated content appears more authentic than corporate messages, it can go far in increasing 
a company’s credibility. Many firms, such as PepsiCo, launch digital marketing campaigns 
with a social responsibility angle in order to help bolster their reputations. PepsiCo’s Pepsi 
sought to engage consumers and make them feel closer to its products by utilizing commu- 
nity outreach online. Its Pepsi Refresh Project calls for consumer ideas for socially responsible 
initiatives—on which other consumers can vote to determine which idea Pepsi will fund." 


Types of Consumer-Generated 
Marketing and Digital Media 


While e-marketing has generated exciting opportunities for producers of products to 
interact with consumers, it is essential to recognize that digital media are more consumer- 
driven than traditional media. Consumer-generated material is having a profound effect 
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Control 

Companies like Multiply use 
social media as a control 
mechanism to help consumers 
establish connections with 
desirable groups and products. 
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on marketing. As the Internet becomes more accessible worldwide, consumers are creating 
and reading consumer-generated content like never before. Social networks and advances in 
software technology, such as enterprise 2.0, provide an environment for marketers to utilize 
consumer-generated digital media. 

Two major trends have caused consumer-generated information to gain importance: 


1. The increased tendency of consumers to publish their own thoughts, opinions, reviews, 
and product discussions through blogs or digital media. 


2. Consumers’ tendencies to trust other consumers over corporations. Consumers often rely 
on the recommendations of friends, family, and fellow consumers when making purchas- 
ing decisions. 


By understanding where online users are likely to express their thoughts and opinions, 
marketers can use these forums to interact with consumers, address problems, and promote 
their companies. Types of digital media in which Internet users are likely to participate 
include social networking sites, blogs, wikis, video-sharing sites, podcasts, virtual reality sites, 
mobile applications, and more. 


SocIAL NETWORKS 


Social networks have evolved quickly in a short period of time (see Table 9.2 for the launch 
dates of major social networking sites). Social networks are widely used by marketers, and 
marketing strategies are utilizing social networking sites to develop relationships with cus- 
tomers. Each wave of social network has become increasingly sophisticated. Today’s social 
networks offer a multitude of consumer benefits, including musical downloads, apps, forums, 
games, and more. Marketers are thereby using these sites and their popularity with consum- 
ers to promote products, handle questions and complaints, and provide information to assist 


customers in buying decisions. 


Social Network 


Founded Popularity 


Facebook More than 750 million users worldwide 

Twitter 200 million registered users 

Myspace Social entertainment site with a variety of music and video content 

LinkedIn More than 120 million members worldwide 

YouTube Most popular video-sharing site 

Hi5 Most popular social networking site in Mexico : 

Skyrock Number-one social networking site in France : 

Friendster Strong user base in Asia : 
2 ie 
‘ 51.com Largest social networking site in China : 
; Orkut Very popular in Brazil and India : 
Me Sources: Jonathon Strickland, “Top 10 Social Networking Sites,” Discovery News, http://news.discovery.com/tech/top-ten-social-networking-sites.html : 

(accessed January 26, 2011); “Looking near and far for Myspace buyer,” UPI, April 9, 2011, www.upi.com/Business_News/2011/04/09/Looking-near-and- & 
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As the number of social network users increases, interactive marketers are finding new 
opportunities to reach out to consumers in new target markets. MyYearBook is a social net- 
working site that offers teenagers a forum in which to write on particular subjects important 
to teens, including sensitive topics facing today’s younger generation. For advertisers, this 
particular site is an opportunity to reach out to teens and young adults, a demographic 
that is difficult to reach with traditional marketing. Advertisers from Nikon and Paramount 
Pictures have made deals to advertise through the site.” Other social networking sites also 
offer ways for marketers to promote their companies. More information on how marketers 
use social networks is provided in later sections of this chapter. 

Internet users join social networks for many reasons, from chatting with friends to profes- 
sional networking. An estimated two-thirds of consumers in the United States have visited social 
networks or blogs.’ Social networks have become very popular in other countries as well, as 
mentioned earlier in this chapter. One in three South Korean and one in five Japanese Internet 
users participate in social networks.” As social networks evolve, both marketers and the owners of 
social networking sites are realizing the incredible opportunities such networks offer—an influx 
of advertising dollars for social networking owners and a large reach for the advertiser. As a result, 
marketers have begun investigating and experimenting with promotion on social networks. 

An important question relates to how social media sites are adding value to the economy. 
Marketers at companies like Ford and Zappos, for instance, are using social media to pro- 
mote products and build consumer relationships. Most corporations are supporting Facebook 
pages and Yammer accounts for employees to communicate across departments and divi- 
sions. Professionals such as professors, doctors, and engineers also share ideas on a regular 


basis. Even staffing organizations use social media, bypassing 
the traditional email and telephone channels. While billions 
of dollars in investments are being funneled into social media, 
it may be too early to assess the exact economic contribution 
of social media to the entire economy.” 


Facebook 


When Facebook surpassed Myspace in its number of mem- 
bers, it became the most popular social networking site in the 
world. Nearly one-third of all Internet users have visited the 
site.” Internet users create Facebook profiles and then search the 
network for people with whom to connect. Facebook markets to 
parents and grandparents as well as to teenagers. In fact, the fast- 
est-growing group on Facebook is that of women 55 and over.”° 
For this reason, many marketers are turning to Facebook 
to market products, interact with consumers, and take advan- 
tage of free publicity. It is possible for consumers to become 
“fans” of major companies like Procter & Gamble (P&G) by 
clicking on the “Like” icon on its Facebook page. Companies 
are also using Facebook to generate awareness and repeat 
visits. For instance, Allstate held a contest on Facebook that 
encouraged fans to revisit the company’s Facebook page for 
prizes. Each day during the contest, Allstate would post a pic- 
ture on its page and invite fans to “tag” themselves into the 
picture. The first “taggers” would be eligible to win a Ford 
Fusion Hybrid. Everyone else who tagged themselves would 
be eligible to win one of 440 Visa gift cards.*’ This con- 
test created excitement for the product, a sense of personal 
involvement, and greater recognition of the brand. 


Entrepreneurship in Marketing 


Houlihan’s Creates “Houlifans” 


National restaurant chain Houlihan's is busy cultivating 
“Houlifans” through its own social network. In 2008, the 
company of 100 restaurants was struggling to compete 
against chains like Applebee's. Its answer was to launch a 
social network dubbed HQ. Houlihan’s invited individuals 
from its database to become members. The company 
was searching for honest feedback along with socially 
active individuals inclined to visit the restaurant with 
friends on a weekly basis. Today, 10,500 Houlifans are 
invited to take part in exclusive tastings and other 
events. They also receive special offers and incentives to 
share information with friends. 


Houlifan feedback has been responsible for reviving 
menu items, increasing sales, and helping Houlihan's 

to create a hip image that attracts a younger crowd. At 
least 25 percent of HQ invitations are sent to consumers 
aged 21 to 31. The company sees this group as a critical 
market with which to engage. Thanks to HQ’s success, 
the company is also branching out to sites such as 
Facebook and Foursquare.’ 
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Social networking sites are also useful for small businesses. Hansen Cakes in Beverly Hills uses 
interactive marketing on a social networking outlet to drum up more business. One of its cake 
decorators provides updates on her current projects and offers free cake samples to Facebook users. 
By using Facebook, companies are better able to engage in relationship marketing or the creation 
of relationships that mutually benefit the marketing business and the customer. Other products 
that have utilized relationship marketing to help consumers feel more connected to products are 
Pepsi and Walt Disney Co. The Walt Disney Co. has created dozens of Facebook pages, which 
have succeeded in generating more than 100 million Facebook fans. Some of its success can be 
attributed to the Disney Pages promotion tab on its main Disney Facebook page. The tab allows 
users to access promotional content without having to leave Facebook. In many ways, Facebook is 
becoming an e-commerce platform through which companies can sell products through the site. 
DigiSynd, Disney's social media agency, was able to use a platform on Facebook called Disney 
Tickets Together that allowed fans to purchase movie tickets. ‘These new business opportunities 
demonstrate how Facebook is evolving into a marketing destination for companies.”* 


Myspace 
Myspace is a social networking site that offers users the chance to create profiles and con- 
nect with other Myspace members across the world. Like Facebook, Myspace allows users to 
watch videos, listen to and promote music, instant-message friends, write on various topics 
(called forums), network with friends/colleagues, play games, and more. The site focuses on 
an audience between the ages of 13 to 35 and is available in 16 languages.” Due to what 
some analysts say was a failure to innovate, Myspace now trails behind Facebook in popular- 
ity. Myspace hopes that redesign and content changes will help to reinvigorate the site. 
Nevertheless, Myspace retains a loyal following who prefer its layout and interface to other 
online social networking sites. Businesses have come up with unique ways to interact with 
consumers through Myspace. Burger King created a fictional profile for its mascot, The King, 
on Myspace to appeal to the 18-to-34 age group. Additionally, Myspace offers an opportunity 
for advertisers to reach a large demographic. This has convinced Google to renew its con- 
tract to sell online display advertising through Myspace.*° Myspace also offers aspiring artists 
a chance to demonstrate their talent, becoming the largest artist community on the Web. 
Emerging musicians are using Myspace to record and share their music, and users can create 
social playlists of music from famous artists.*’ Myspace can be a creative means of marketing 
through the use of profiles, advertising, music, videos, and other forms of online media. 


LinkedIn 


LinkedIn is a social networking site geared toward professionals. Users can network with pro- 
fessionals from all over the world. According to the LinkedIn website, the network has more 
than 90 million users, including executives from all Fortune 500 companies. LinkedIn is the 
world’s largest professional networking site, with several million monthly visitors.” 

A LinkedIn profile resembles a résumé. It contains information on past and current job 
experiences, qualifications, goals, and educational background. Like all social networking 
sites, LinkedIn allows users to locate and connect with other LinkedIn members and join 
groups, which in this case are predominantly professional organizations. LinkedIn facilitates 
job searches and allows companies to search the network for potential employees with the 
necessary skills. Microsoft, Target, eBay, and Netflix have all used the LinkedIn network 
to recruit new employees.*? Employees are also using LinkedIn to search for job openings. 
Approximately 28 percent of college students have indicated that they intend to use LinkedIn 
to search for employment opportunities. 

Although a professional networking site like LinkedIn seems more like a recruiting site 
rather than a marketing tool, companies use LinkedIn to familiarize users with their busi- 
nesses. For instance, in addition to listing job openings, the discount retailer Target uses its 
LinkedIn page to offer stock information, a link to the company website, some background on 
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the business, and links to news updates on company activities and products. Similarly, Procter 
& Gamble has a LinkedIn page that allows users to locate professionals, research careers, and 
get updates on the company. Smart marketers can thereby use LinkedIn to reach professionals 
not only for recruiting purposes but also to spread information and interest in the company. 


Twitter 


Twitter is a hybrid mix of a social networking site and a micro-blogging site that asks viewers 
one simple question: “What’s happening?” Users can post answers of up to 140 characters, 
which are then available for their “followers” to read. It sounds simple enough, but its effects 
on digital media have been immense. Twitter emerged at a brainstorming session at the pod- 
casting company Odeo. Odeo member Jack Dorsey proposed the idea of sharing online mes- 
sages with friends without having to go through the more lengthy process of making blog 
entries. Essentially, he wanted to explore a prototype that would use SMS (text messaging) 
as a form of online communication. The podcasting elements were eventually removed from 
the company, leaving behind only the social networking parts. Twitter was officially born in 
2006, and it became available to the public in 2007. Twitter quickly progressed from nov- 
elty to social networking staple, attracting 6 million monthly viewers.* About 11 percent of 
Internet users have used a micro-blogging site like Twitter.*° 

The thrill of Twitter is that users get to tell the world about their daily lives in short mes- 
sages, known as “tweets.” These tweets can range from the mundane, such as “I’m eating a 
sandwich,” to the highly interesting. For instance, President Obama used Twitter to announce 
“We just made history” when he won the 2008 presidential election. Halfway across the 
world, Russian president Dmitry Medvedev actually had to rebuke one of his regional gover- 
nors for tweeting during a government session on educational policy.*’ Twitter has even been 
utilized to report news and organize political events. Protestors in Egypt and the Middle East 
used social networks like Twitter, Facebook, and YouTube to communicate and bring their 
message to the world. A limitation of 140 characters may not seem like enough for companies 
to send an effective message, but some have become experts at using Twitter in their mar- 
keting strategies. JetBlue and KFC have both used Twitter in marketing campaigns. JetBlue 
rewarded 1,000 tickets to followers for its 10th anniversary. KFC agreed to award $20,000 
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Social Networks 
Twitter is a hybrid social 
networking and 
micro-blogging site. 
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in tuition fees for the best tweet it received from high schoolers. These efforts are having an 
impact; approximately 23 percent of users report that they follow businesses on Twitter.** 

Like other social networking sites, Twitter is also being used to build or, in some cases, 
rebuild customer relationships. For example, Toyota recruited social media influencers to use 
Twitter to create buzz about one of its Lexus products. These “tweets” are more personalized 
than other types of media. To avoid deceiving consumers about the nature of these messages, 
the Federal Trade Commission created guidelines requiring influencers who are receiving pay 
for company tweets to disclose this fact to viewers.” 

Finally, companies are using Twitter to gain a competitive advantage. Microsoft's search 
engine Bing developed a partnership with Twitter in which Bing sorts through the millions 
of tweets, arranging them by relevance and the popularity of the person tweeting. By doing 
a Bing-Twitter search, Twitter fans get the most important tweets in real time.*° Firms also 
have a chance to utilize Promoted Tweets, Promoted Accounts, and Promoted Trends offered 
on the site. Marketers can pay Twitter to highlight advertisements or company brands to a 
wider range of users while they search for specific terms or topics.‘’ The race is on for com- 
panies who want to use Twitter to get an edge over the competition. 


BLOGS AND WIKIS 


Today’s marketers must recognize the impact of consumer-generated material like blogs and 


wikis, as their significance to online consumers has increased a great deal. Blogs (short for 
“weblogs”) are web-based journals in which writers can editorialize and interact with other 
Internet users. Two-thirds of Internet users read blogs, and more than half of bloggers say that 
they blog about topics and brands about which they feel strongly.” The blogging phenomenon 
is not limited to North America. In South Korea, for example, blogging is even more popular. 
More than two-thirds of the online population in South Korea creates blogs or similar material.” 

Blogs give consumers power, sometimes more than companies would like. Whether or not 
the blog’s content is factually accurate, bloggers can post whatever opinions they like about a com- 
pany or its products. When a Korean Dunkin’ Donuts worker 
created a blog alleging that a company factory had unsani- 
tary conditions, the company forced him to remove the blog. 
However, readers had already created copies of the blog, and 
they spread it across the Internet after the original’s removal.“ In 


Marketing Debate 


The Challenges of Professionals 
Using Social Networking 
to Reach Clients 


ISSUE: Should law firms solicit for clients on digital 
media sites? 


Like many businesses, law firms are embracing social 
media in a quest to reach potential clients. One legal site 
called YazTalk.com, which provides information on side 
effects from the birth control pill YAZ, has resulted in 60 
leads. Law firms support the use of searching for leads 
through social media as a way to encourage individuals to 
hold businesses accountable. Some companies, however, 
claim that law firms are using “new Internet weapons’ to 
defame their good names and encourage plaintiffs to file 
unjustifiable lawsuits. Are law firms using social media 
merely to make more money? Or are they helping people 
who are traditionally underserved in the courtroom?? 


other cases, a positive review of a product or service posted on 
a popular blog can result in large increases in sales. Thus, blogs 
can represent a potent threat to corporations or an opportunity 
for them. 

Blogs have major advantages as well. Rather than try- 
ing to eliminate blogs that cast their companies in a negative 
light, some businesses are using such blogs to answer con- 
sumer concerns or defend their corporate reputations. Many 
major corporations have created their own blogs or encour- 
age employees to blog about the company. Boeing operates a 
corporate blog to highlight company news and to post corre- 
spondence from Boeing enthusiasts from all over the world.” 
As blogging changes the face of media, companies like Boeing 
are using them to build enthusiasm for their products and 
create relationships with consumers. 

A wiki is a type of software that creates an interface that 
enables users to add or edit the content of some types of 
websites. One of the best known is Wikipedia, an online ency- 
clopedia with more than 17 million entries in more than 250 
languages on nearly every subject imaginable (Encyclopedia 
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Britannica only has 120,000 entries).“° Wikipedia is consistently one of the top 10 most 
popular sites on the Web. Because Wikipedia can be edited and read by anyone, it is easy for 
online consumers to correct inaccuracies in content.” This site is expanded, updated, and 
edited by a large team of volunteer contributors, who are overseen by 1,500 administrators. 
For the most part, only information that is verifiable through another source is considered 
appropriate. Access to some entries, however, is restricted because of increased risk for vandal- 
ism. Because of its open format, Wikipedia has suffered from some high-profile instances of 
vandalism in which incorrect information was disseminated. Such problems have historically 
been detected and corrected quickly. Like all digital media, wikis have advantages and disad- 
vantages for companies. Wikis on controversial companies like Walmart and Nike often con- 
tain negative publicity about the companies, such as worker rights violations. However, some 
companies have begun to use wikis as internal tools for teams working on a project requiring 
lots of documentation.** Additionally, monitoring wikis provides companies with a better 
idea of how consumers feel about the company brand. 

There is too much at stake financially for marketers to ignore blogs and wikis. Despite 
this fact, statistics show that less than one-fifth of Fortune 500 companies have a blog.” 
Marketers who want to form better customer relationships and promote their company’s 
products must not underestimate the power of these two tools as new media outlets. 


PHOTO SHARING 


Photo-sharing sites allow users to upload and share their photos and short videos with the 
world. Well-known photo sharing sites include SmugMug, Webshots, Photobucket, and 
Flickr. Flickr is owned by Yahoo! and is the most popular photo-sharing site on the Internet. 
A Flickr user can upload images, edit them, classify the images, create photo albums, and 
share photos or videos with friends without having to e-mail bulky image files or send pho- 
tos through the mail. Flickr is so popular that the site experiences thousands of new image 
uploads every minute.” Photo sharing represents an opportunity for companies to market 
themselves visually by displaying snapshots of company events, company staff, and/or com- 
pany products. Companies can direct viewers to their photostreams (their sets of photographs) 
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by marking their pictures with the appropriate keywords, or tags.”! Tags are essential for mar- 
keting on Flickr because they help direct traffic to the corporate photostreams. 

Many businesses with pictures on Flickr have a link connecting their Flickr photostreams 
to their corporate websites.*” General Motors, for example, uses Flickr not only to showcase 
its cars and important events but also to provide links that connect users to GM’s blog and 
to The Lab, GM's “interactive research community,” where the company test markets designs 
and project ideas on consumers.” In addition to the White House’s stream of photos by offi- 
cial White House photographers, President Obama has his own Flickr photostream, which 
he uses to post images that relate directly to important legislation. 

One of Flickr’s rivals is Picasa Web Albums, a Google photo-sharing site that developed out of 
Google's photo-editing program Picasa. The program has grown rapidly and is growing in popu- 
larity, because it provides more features than Flickr and some of the other major photo-sharing 
websites. Picasa Web Albums is free to users; it generates revenues through ads shown on the site. 
If users want to use more than 1 GB of storage space, they can rent additional space up to 16 TBs. 

As one web marketer puts it, companies that use photo sharing “add a personal touch to their 
businesses.” Although it is too early to gauge the effects of marketing through photo-sharing sites, 
more and more marketers will likely use the site as an inexpensive way to reach their audience. 


VIDEO SHARING 


Video-sharing sites allow virtually anybody to upload videos, from professional marketers at 
Fortune 500 corporations to the average Internet user. Some of the most popular video sharing 
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GE Uses Digital Media to Promote 
“Tag Your Green” 


eneral Electric (GE) is getting young people to think 

green on the Internet. Its campaign, titled “Tag 

Your Green,” is part of GE’s ecomagination move- 
ment, designed to create innovative environmental solutions 
in harmony with economic growth. To truly engage young 
people, GE is using the power of digital media. The company 
partnered with Howcast Media to hire 15 YouTube celebrities, 
such as iJustine and Wong Fu Productions, to promote GE and 


to create green videos based on viewer suggestions. Resulting advancing its green goals. 


sites include YouTube, Video. Yahoo.com, Metacafe.com, and Hulu. Video-sharing sites give 
companies the opportunity to upload ads and informational videos about their products. There 
are hundreds of smaller video-sharing sites on the Internet, available in dozens of languages. A 
few videos become viral at any given time, and although many of these gain popularity because 
they embarrass the subject in some way, others reach viral status because people find them 
entertaining. (Viral marketing will be discussed in more detail in Chapter 16.) For instance, 
IBM created a series of six videos called “The Art of the Sale,” which presents three attributes of 
the company’s mainframe computer in a humorous format reminiscent of episodes of the TV 
sitcom The Office. Though some wrote off the video as an excessively forced attempt at humor- 
ous marketing, the video received nearly 300,000 hits on YouTube.” 

A new trend in video marketing is the use of amateur filmmakers. Businesses have begun 
to realize that they can use consumer-generated content, which saves companies a lot of 
money because they do not have to hire advertising firms to develop professional advertising 
campaigns. Unilever is one of many companies incorporating consumer-generated content 
into its marketing strategies. Its Consumer Creative Challenge encourages consumers to send 
in their amateur videos for Unilever brands such as Ben & Jerry’s, Vaseline, and Axe. The 
2010 grand-prize winner received £7,000 (more than $11,000) and had her Vaseline video 
aired at the London Film Festival. Unilever announced that it would integrate the video into 
future marketing campaigns.*° Marketers believe consumer videos appear more authentic 
and create enthusiasm for the product among consumer participants. 

Google is so confident in the future of video-sharing sites that it purchased YouTube for 
$1.65 billion in 2006.” If Google is correct in its predictions, then online video clips—both 
corporate-sponsored and consumer-generated—are likely to revolutionize the marketing industry. 


PODCASTING 


Podcasting, traditionally used for music and radio broadcasts, is also an important digital 
marketing tool. Podcasts are audio or video files that can be downloaded from the Internet 
with a subscription that automatically delivers new content to listening devices or personal 
computers. Podcasts offer the benefit of convenience, giving users the ability to listen to or 
view content when and where they choose. 

Podcasts are rapidly gaining in popularity. A survey estimates that by 2013, 37.6 million 
Americans will be downloading podcasts on a monthly basis. The fact that the majority of 


videos, including one that advised young women on how to 
curl their hair without using electricity, went viral. In one week, 
views of “Tag Your Green” videos on YouTube jumped 215 
percent. The company also asked Flickr users to upload wind, 
water, and light photos to promote sustainability. For every 
downloaded image, GE donated clean water, solar power, and 
wind energy to communities in need. Through its innovative 
digital campaign, GE was able to draw young people into 
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Virtual Realities 
Consumers can completely 
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reality games, such as World of 
Warcraft. 
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current podcast users are between 18 and 29 years of age makes podcasts a key tool for busi- 
nesses marketing to this demographic.’ One business that uses podcasting is the Student 
Loan Network, which offers a free weekly Financial Aid Podcast to college-age students that 
gives advice on affordable college education, credit cards, and other financial subjects impor- 
tant to young people. Listeners also have the added benefit of making comments and offering 
feedback to the podcaster on the material presented in the podcasts.” This allows listeners to 
actively weigh in on how helpful the podcasts are and provides the creators of the podcasts 
with feedback on how to improve them in the future. 

As podcasting continues to catch on, radio and television networks like CBC Radio, 
NPR, MSNBC, and PBS are creating podcasts of their shows to profit from this growing 
trend. Through podcasting, many companies hope to create brand awareness, promote their 
products, and encourage customer loyalty. 


VIRTUAL REALITIES 


Second Life is perhaps the most popular of all virtual worlds, which are computer-based, 
online, simulated environments that can involve thousands of participants. Other virtual 
worlds are Everquest, Sim City, and the role-playing game World of Warcraft. Such virtual 
worlds can be classified as social networks with a twist. Virtual realities are user-created, 
three-dimensional worlds that have their own economies and currencies, lands, and residents 
who come in every shape and size. Internet users who participate in virtual realities like 
Second Life choose a fictional persona called an avatar. Residents of Second Life connect 
with other users, communicate with one another, purchase goods with virtual Linden dol- 
lars (which are convertible to real dollars on a floating exchange rate of around 250 Linden 
dollars per $1), and even own virtual businesses. For entertainment purposes, residents can 


shop, attend concerts, or travel to virtual environments—all while spending real money. 
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Whereas the businesses in Second Life are virtual ones, real-world marketers and 
organizations have been eager to capitalize on Second Life’s popularity. Second Life allows 
businesses to reach consumers in a way that is creative and fun. For instance, in an effort to 
connect with consumers and build brand loyalty, car companies like Toyota and General 
Motors began selling virtual cars to Second Life residents.’ Other businesses are looking 
toward Second Life to familiarize consumers with their products and services. For instance, 
large companies such as H&R Block and Best Buy offer support services in Second Life. 

Companies are also using virtual realities to encourage residents to participate in company 
activities. For instance, CNN created a virtual news hub in Second Life and began encouraging 
residents to submit stories that occur in this virtual world.°' Companies embarking into Second 
Life are not only creating brand loyalty by connecting with Second Life residents, they are using 
consumer knowledge and money to profit the companies—virtually and in real time. Although 
the presence of real-world companies in virtual worlds is still in the experimental stages, virtual 
worlds like Second Life offer a creative and novel way for marketers to interact with consumers. 


Changing Digital Media Behaviors 
of Consumers 


Since the beginning of e-marketing, businesses have witnessed a range of changes in con- 
sumer behavior. Today, with a click of a button, consumers expect to be able to gain access to 
a vast amount of information on companies, products, and issues that can aid them in their 
purchasing decisions. Deal websites have emerged that now allow online shoppers to find the 
best deals, giving retailers a run for their money. E-marketers like Amazon.com, eBay, and 
Netflix have taken market share away from brick-and-mortar bookstores and movie rental 
stores. Companies are working to provide creative incentives to consumers and market to 
them in completely new ways in order to compete. 

With the onset of social networking sites and digital media like blogs, consumers are able to 
connect with each other in ways unheard of a decade ago. Through these connections, consum- 
ers can share information and experiences without company interference, allowing consumers 
to get more of the “real story” on a product or company. In many ways, some of the power of the 
professional marketer to control and dispense information has been placed in the hands of the 
consumer. Today, blogs, wikis, podcasts, ratings, and the like are 
used to publicize, praise, or challenge the company. However, most 
companies in the United States do not routinely monitor consum- 
ers’ postings to online social networking sites. In many cases, this 
represents a missed opportunity to gather information. 

However, the changing social behavior of consumers does not 
have to be a sign of doom to marketers who choose to harness the 
power of the consumer and Internet technology. While consumers 
can use digital media to access more information, marketers can also 
use the same sites to get information on the consumer—often more 
information than could be garnered through traditional marketing 
venues. They can examine how consumers are using the Internet to 
target better marketing messages to their audience. Marketers increas- 
ingly use consumer-generated content to aid in their own marketing 
efforts, even going so far as to incorporate Internet bloggers in their 
publicity campaigns. Finally, marketers are also beginning to use the 
Internet to track the success of their Internet marketing campaigns, 


a é , Ps Source: PricewaterhouseCoopers, The Global State of Information Security Survey 2010 (survey 
creating an entirely new way of gathering marketing research. of 7,200 managerial positions) 
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ONLINE CONSUMER BEHAVIOR 


As Internet technology evolves, digital media marketers must constantly adapt to new tech- 
nologies and changing consumer patterns. Unfortunately, with so many new technologies 
emerging, the attrition rate for digital media channels is very high, with some dying off each 
year as new ones emerge. Social networks are no exception: the earliest social networks like 
Six Degrees were dropped when they failed to catch on with the general public. As time 
passes, digital media are becoming more sophisticated so as to reach consumers in more 
effective ways. Those that are not able to adapt and change eventually fail. 

Mastering digital media presents a daunting task for marketers, particularly those used to 
more traditional means of marketing. For this reason, it is essential that marketers focus on 
the changing social behaviors of consumers and how they interact with digital media. Social 
networking and new digital technologies, as their adoption becomes more widespread, are 
changing how consumers gather and use information. Consumers have access to more infor- 
mation than ever before, and the Internet is enabling the average consumer to get involved 
in the marketing process. 

Forrester Research, a technology and market research company, emphasizes the impor- 
tance of understanding these changing relationships in the online media world. By grouping 
online consumers into different segments based on how they utilize digital online media, 
marketers can gain a better understanding of the online market and how best to proceed.” 

The Social Technographics Profile developed by Forrester Research groups the online 
community into six segments according to how they interact with new digital media. It is 
important to note that these segments overlap; many online consumers may belong to mul- 
tiple segments simultaneously. Table 9.3 provides a description of these six different groups. 
Creators are those consumers who create their own media outlets, such as blogs, podcasts, 
consumer-generated videos, and wikis.°’ Creators are becoming increasingly important to 
online marketers as a conduit for addressing consumers directly. These types of consumer- 
generated media are becoming a major part of companies’ public relations strategies. For 
instance, many marketers are pitching new products or stories to professional reporters and 
bloggers. Bloggers who post this information can reach online consumers as well as reporters 
in the mainstream media, who often read blogs for story ideas.“ 

The Technographics profile calls its second group of Internet users critics. Critics are 
people who comment on blogs or post ratings and reviews. If you've ever posted a product 
review or rated a movie, you have engaged in this activity. Critics need to be an important 
component in a company’s digital marketing strategy because the majority of online shop- 
pers read ratings and reviews to aid in their purchasing decisions. As mentioned before, 
consumer-generated content like ratings and reviews are viewed as more credible than corpo- 
rate messages. Hence, marketers should carefully monitor what consumers are saying about 
their products and address consumer concerns that may affect their corporate reputation. 

Collectors are perhaps the most newly recognized group of the six. Collectors gather 
information and organize content generated by critics and creators. The growing popular- 
ity of this segment is leading to the creation of social networking sites like Digg, del.icio.us, 
and RSS feeds. Want to know the top 10 stories according to online consumers? Collectors 
gather this type of information and post their findings to social networking sites like Digg, 
where users vote on the sites they like the best. Collectors usually constitute a smaller part of 
the online population than the other groups; however, they can still have a significant impact 
on marketing activities.” Because collectors are active members in the online community, a 
company story or site that catches the eye of a collector is likely to be posted and discussed on 
collector sites and made available to other online users looking for information. 

Another Technographic segment, known as joiners, is growing dramatically. Anyone who 
becomes a member of Myspace, Twitter, Facebook, or other social networking sites is a joiner. It 
is not unusual for consumers to be members of several social networking sites at once. Joiners join 


CHAPTER 9: E-MARKETING, DIGITAL MEDIA, AND SOCIAL NETWORKING 


_JABLE 9.3 SocialTechnographics 


Creators Publish a blog 
Publish personal web pages 
Upload original video 
Upload original audio/music 


Write articles or stories and post them 


Critics Post ratings/reviews of products or services 
Comment on someone else’s blog 
Contribute to online forums 


Contribute to/edit articles in a wiki 


Collectors Use RSS feeds 
Add tags to web pages or photos 


“Vote” for websites online 


Joiners Maintain profile on a social networking site 


Visit social networking sites 


Spectators Read blogs 


Watch video from other users 
Listen to podcasts 
Read online forums 


Read customer ratings/reviews 


Inactives None of the activities 


Source: Charlene Li and Josh Bernoff, Groundswell (Boston: Harvard Business Press, 2008), p. 43. 


these sites to connect and network with other users, but, as previously discussed, marketers can take 
significant advantage of these sites to connect with consumers and form customer relationships. 

The last two segments are classified as spectators and inactives. Inactives are online users 
who do not participate in any digital online media, but as more and more people begin to use 
computers as a resource, this number is dwindling. Spectators are the largest group in most 
countries, and it is not hard to see why. Spectators are those consumers who read what other 
consumers produce but do not produce any content themselves. 

Marketers who want to capitalize on social and digital media marketing will need to 
consider what portion of online consumers are creating, rating, collecting, joining, or simply 
reading online materials. As with traditional marketing efforts, marketers need to know the 
best ways to reach their target market. In markets where spectators make up the majority of 
the online population, companies should post their own corporate messages through blogs 
and websites promoting their organizations. In a population of joiners, companies could 
try to connect with their target audience by creating profile pages and inviting consumers 
to post their thoughts; as we discussed earlier, Pepsi is doing this through its Pepsi Refresh 
Project, respectively. In areas where a significant portion of the online community consists of 
creators, marketers should continually monitor what other consumers are saying and incor- 
porate bloggers into their public relations strategies. Companies must exercise care, however. 
The Korean Dunkin’ Donuts scenario cited earlier in this chapter is a prime example of what 
happens when a company tries to use its influence to stifle online criticism and gets hit with 
a backlash. The power of the consumer in the online world should not be underestimated 


Technographics 

Bloggers can report and critique 
live from concerts and sporting 
events. 
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by the online marketer. By knowing how to segment the online population, marketers can 


better tailor their online messages to their target markets. 


E-MARKETING STRATEGY 


Although the Internet has yet to take off in many countries due to a lack of infrastructure, 
basic Internet literacy is increasingly common. More than one-fourth of the world’s popula- 
tion uses the Internet, and this number is growing at a high rate. In North America, approxi- 
mately three-fourths of the population has Internet access.°’ These trends display a growing 
need for businesses to use the Internet to reach an increasingly web-savvy population. As 
more and more shoppers go online for purchases, the power of traditional brick-and-mortar 
businesses is lessening. Online retailers like Amazon.com are challenging more traditional 
retailers like Barnes & Noble or Kmart, and even small businesses are finding ways to reach 
customers and grab share away from established competitors. 

This makes it essential for businesses, small and large alike, to learn how to effectively use 
new digital media. Most businesses are finding it necessary to use digital marketing to grab or 
maintain market share. When Amazon.com first became popular as an online bookstore in the 
1990s, the brick-and-mortar bookseller chain Barnes & Noble quickly made online shopping 
possible through its website, but did not abandon its physical stores. This “brick-and-clicks” 
model is now standard for businesses from neighborhood family-owned restaurants to national 
chain retailers. In the process, companies that use digital media and social networking marketing 
well can receive the added benefit of streamlining their organizations and offering entirely new 
benefits and convenience to consumers. The following sections will examine how businesses are 
effectively using these digital media forums to create effective marketing strategies on the web. 


Propuct CONSIDERATIONS 


As with traditional marketing, marketers must anticipate consumer needs and preferences and 
then tailor their products to meet these needs. The same is true with marketing products using 
digital media. Digital media provide an opportunity to add a service dimension to traditional 
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products and to create new products that could only be accessible on the Internet. The applica- 
tions available on the iPad, for instance, provide examples of products that are only available 
in the digital world. The ability to access product information for any product can have a 
major impact on buyer decision making. However, with larger companies now launching their 
own extensive marketing campaigns and with the constant sophistication of digital technology, 
many businesses are finding it necessary to continually upgrade their product offerings to meet 
consumer needs. As has been discussed throughout this chapter, the Internet represents a large 
resource to marketers for learning more about consumer wants and needs. 

Some companies now utilize online advertising campaigns and contests to help develop 
better products. Netflix, the online movie rental-by-mail service, offers a much wider array of 
movies and games than what is available at the average movie rental store, plus a number of 
convenience features: no late fees, a two-week free trial service, quick delivery times, and online 
video streaming of some movies. Netflix also prides itself on its recommendation engine that 
recommends movies for users based on their previous rental history and how they rate movies 
they have seen. Other companies have begun selling their products through social networking 
sites. With social media e-commerce applications, shoppers can add a company’s products into a 
cart through Facebook and then transfer the shopper back to the company website to complete 
the transaction. On the other hand, some newer applications like Off the Wall and Payvment 
are now allowing shoppers to purchase a company’s products directly from Facebook. 


DISTRIBUTION CONSIDERATIONS 


The role of distribution is to make products available at the right time, at the right place, in the right 
quantities. Digital marketing can be viewed as a new distribution channel that helps businesses 
increase efficiency. The ability to process orders electronically and 
increase the speed of communications via the Internet reduces inef- 
ficiencies, costs, and redundancies while increasing speed through- 
out the marketing channel. Shipping times and costs have become 
an important consideration in attracting consumers, prompting spurte 
many companies to offer consumers low shipping costs or next-day —- iene Sr 
delivery. Walmart, for example, is attempting to take market share ee 

away from e-marketers like Amazon.com by decreasing its deliv- 
ery time and by creating a “site-to-store” system, whereby consum- 
ers get free shipping if they pick up their purchases at a Walmart 
store of their choice. This offer has the increased benefit of getting 
the customer into the store where he or she might make “add-on 
purchases.” Walmart has even tested a new distribution concept to 
complement store pickups: a drive-through window that allows 
customers to pick up the products they ordered through Walmart’s 
website. Through even more sophisticated distribution systems, 
Walmart hopes to overtake other e-marketers and become the big- 
gest online merchant.” 

Distribution involves a push—pull dynamic: the firm that 
provides a product will push to get that product in front of the 
consumer, while at the same time connectivity aids those chan- 
nel members that desire to find each other—the pull side of the 
dynamic. For example, an iPhone application can help consumers 
find the closest Starbucks, McDonald’s, or KFC. On the other wns 
hand, a blog or Twitter feed can help a marketer communicate the Distribution 
availability of products and how and when they can be purchased. The Kindle e-book reader is a direct channel for the 
This process can help push products through the marketing chan- distribution of books, magazines, and periodicals. 


nel to consumers or enable customers to pull products through 
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the marketing channel. Hasbro, manufacturer of Monopoly, provided an interesting mix of digi- 
tal and hard-copy product when it launched a multiplayer online game, Monopoly City Streets, 
to promote a new offline board game called Monopoly City. More than 5 million users partici- 
pated in games of Monopoly City Streets over a period of three months.” In addition to playing 
these online games, they were able to purchase the new offline game through the website. 


PROMOTION CONSIDERATIONS 


The majority of this chapter has discussed ways that marketers use digital media and social 
networking sites to promote products, from creating profiles on social networking sites to con- 
necting with consumers (P&G) to using Twitter to build customer relationships (Toyota) to 
taking advantage of virtual worlds like Second Life to increase consumer interest (CNN). Social 
networking sites also allow marketers to approach promotion in entirely new, creative ways. 
For instance, Samsung used the Internet to help publicize the launch of its ST 1000 digital 
camera. The company partnered with the SchonBrunn Zoo in Vienna for the promotion. The 
zoo equipped a resident orangutan with the camera and then uploaded the images she took to 
a Facebook page in order to demonstrate how easy it is to use the camera. The campaign was 
deemed a great success, with the Facebook page receiving more than 200,000 hits, and the 
company was granted a CLIO award for excellence in advertising.”! 

These digital promotions all attempt to increase brand awareness and market to con- 
sumers. As a result of online promotion, consumers are more informed, reading consumer- 
generated content before making purchasing decisions and increasingly shopping at Internet 
stores. Consumer consumption patterns are changing radically, and marketers must adapt 
their promotional efforts to meet these new patterns. These trends are not just limited to the 
Western hemisphere. Businesses around the world are tapping into digital media like online 
auction sites to increase company sales. This represents a revolutionary shift in countries like 
China, where online shopping had not been widely adopted by consumers. This is quickly 
changing as businesses realize the benefits of marketing online. One of the first Chinese com- 
panies to adopt Internet selling was Taobao, an auction site for consumers that also features 
sections for Chinese brands and retailers. Taobao has been enormously successful, with the 
majority of online sales in China going through its site.” ,The changing consumer trends in 
China demonstrate that the shift to digital media promotion is well under way. 


Lockerz Integrates Promotion, Social 
Networking, and Shopping 


~ ockerz.com is putting a spin on traditional online shop- 
ping. Founded in 2009 by Kathy Savitt, the site is a blend 


of media, e-marketing, and social networking that targets — 


generation Z (the first generation born during the Internet age). 
Lockerz gives out points to members for completing surveys, 
watching videos with ads, and more. These points, or PTZ, are 
transformed into discounts on items offered through Lockerz’s 
Boutiques. Lockerz also created a social commerce platform to 


reward users for introducing their friends to their favorite brands. 


The viral nature of Lockerz is catching on. In one year, more 
than 17 million young people became members of the site. 


~ Advertisers love it, too. The online U.S. retail industry is worth: oe: 
$140 billion, but the efficacy of traditional online advertising ee 
_ has dwindled. Advertisers, especially media companies, see 


potential profits in sites like Lockerz that combine promotion 
with shopping. Heavy hitter venture capitalist firms concur, 


_ backing Lockerz as an important innovator toward social Sue SRN 
-media’s future. ans Solarian 
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Almost any traditional promotional event can be enhanced or replaced by digital 
media. Pepsi symbolizes the shift from traditional advertising to digital media. In 2010, 
Pepsi withdrew from Super Bowl advertising for the first time in more than 20 years 
to concentrate on digital advertising and public relations.’”> Banks are using blogs, pod- 
casts, and Twitter to post rates and financial products and to answer financial questions. 
Even direct selling representatives from firms such as Avon or Amway are gathering their 
consumers on Facebook to discuss products, much like socializing around the kitchen 
table or engaging in a focus group. 


PRICING CONSIDERATIONS 


Pricing relates to perceptions of value and is the most flexible element of the marketing mix. 
Digital online media marketing facilitates both price and nonprice competition because the 
accessibility characteristic of Internet marketing gives consumers access to more information 
about costs and prices. As consumers become more informed about their options, the demand 
for low-priced products has grown, leading to the creation of deal sites like BizRate.com, 
NexTag.com, PriceGrabber.com, and Shopzilla.com, where consumers can directly compare 
prices. Travel sites like Expedia.com, Kayak.com, and FareCompare.com provide consumers 
with a wealth of information, from flights to hotels, allowing them to compare benefits and 
prices. Several marketers are also offering buying incentives like online coupons or free samples 
to generate consumer demand for their product offerings. 

Digital connections can help the customer find the price of the product available from 
various competitors in an instant. Websites provide price information, and mobile applica- 
tions can help the customer find the lowest price. Customers can even bargain with retailers 
in the store by using a smartphone to show the lowest price available during a transaction. 
While this new access to price information benefits the consumer, it also places new pressures 
on the seller to be competitive and to differentiate products so that customers focus on attri- 
butes and benefits other than price. For the business that wants to compete on price, digital 
marketing provides unlimited opportunities. 


Using Digital Media in Marketing 
Research 


Marketing research and information systems can use digital media and social networking’ 


sites to gather useful information for marketing decisions. Sites such as Twitter, Facebook, 
Myspace, and LinkedIn can be a good substitute for focus groups. Online surveys can serve 
as an alternative to mail, telephone, or personal interviews. 

Crowdsourcing refers to the way digital media can be used to outsource tasks to a large 
group of people. In the case of digital marketing, crowdsourcing is often used to obtain the opin- 
ions or needs of the crowd (or potential markets). Communities of interested consumers join 
crowdsourcing sites like threadless.com, which designs T-shirts, or crowdspring.com, which cre- 
ates logos, print, and Web designs. On crowdspring.com, participants can submit a project that 
needs to be designed, and it is shared with more than 64,000 designers or writers who can choose 
whether to work on the project. Project submitters name the prices they are willing to pay, along 
with a small fee and commission that the site charges. On threadless.com, participants can sub- 
mit and score T-shirt designs. Designs with the highest votes are printed and then sold. There are 
even sites that crowdsource entire advertising campaigns. For example, victorandspoils.com uses 
digital technology to bring together creative people worldwide into their “creative department.” 
Companies that require marketing or advertising campaigns have the advantage of engaging the 
services of people from across the world to work on their projects.” 


crowasourcing 


PART 3: CUSTOMER BEHAVIOR AND E-MARKETING 


While large companies are paying millions of dollars for creative ideas, innovative com- 
petitors are offering creative services at bargain prices. For example, crowdspring.com was 
designed for small businesses that could not pay the high fees charged by traditional agencies. 
Harnessing consumers creativity also provides a cost-effective way to come up with new ideas: 
mobile phone brand LG paid out more than $80,000 in awards to gather ideas on what the 
mobile phone should look like in 2, 5, or 10 years, and the Italian pasta brand Barilla used 
crowdspring.com to post an assignment for interested individuals who wanted to try their hand 
at designing a new pasta product—at a cost far less than paying for banner ads on websites.” 

Procter & Gamble views social networking as an important marketing research tool that 
allows the company to venture into consumers’ lives and the environments where they are 
spending their time. For instance, P&G develops Facebook fan pages for each of its brands. 
The Pringles fan page has more than 2 million global fans. The company also views ‘Twitter 
as a valuable marketing research tool; its Twitter page enables consumers to ask questions 
that can help product marketing teams understand consumers’ interest in their products and 
address issues that need to be resolved.”° 

It is also important for organizations to harness all of their internal information, and 
internal social networks can be helpful for that. Danone, a global food group based in France, 
has an internal social network system to connect employees spread across more than 100 
countries. This network provides knowledge sharing and internal communications about 
products, customers, and market opportunities. 

Consumer feedback is an important aspect of the digital media equation. One of the oldest 
forms of digital media is the forum, where participants post responses and converse on certain top- 
ics. Discussion forums are very popular with the online population. While some communities are 
more involved in online debates than others, about one-fifth of Americans participate in discussion 
forums, which can range from product discussions to comments on movies. Ratings and reviews 
have become even more popular, with 25 percent of the U.S. online population reading these types 
of consumer-generated feedback.” Retailers that use e-marketing, such as Amazon, Netflix, and 
Priceline, are capitalizing on these ratings and reviews by allowing consumers to post comments on 
their sites concerning books, movies, hotels, and more. Today, it is estimated that more than three- 
fourths of online shoppers read ratings and reviews before making purchasing decisions.”* 

These simple forms of consumer-generated content present challenges and opportunities 
for marketing. Positive reviews act as reputation enhancers, while negative reviews can damage 
a company’s reputation. At the same time, these digital media forums allow marketers to closely 
monitor what their customers are saying. In the case of negative feedback, marketers can com- 
municate with consumers to address problems or complaints much more easily than with tra- 
ditional marketing channels. Yet despite the ease and obvious importance of online feedback, 
one study conducted by the Chief Marketing Officer Council revealed that fewer than one- 
fifth of marketing chiefs continually monitor their message boards for consumer feedback.” 

It should be clear by now that digital media marketing offers a range of benefits and 
opportunities for businesses. However, as with all marketing activities, launching a promo- 
tional campaign is never enough. The business must also be able to monitor marketing per- 
formance. To evaluate whether an online promotional campaign was successful, marketers 
should ask themselves the following questions: 


° Did the online promotional campaign generate more business for the company? This requires 
the marketing researcher to compare sales before and after the campaign was launched. 
(Note that a question may arise as to how long a campaign should have to generate results; 
just because sales do not increase overnight does not mean the campaign was a failure.) 


¢ Did the campaign create more interest in the company’ For instance, if a web advertisement 
contained a link to the company’s website, the researcher could monitor the website to 
see whether web traffic increased after the launch of the campaign. The more the adver- 
tisement attracts the interest of Internet users, the more likely they are to remember the 
company in the future. 
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° Ls this increase in demand significant? The company should set a goal concerning how 
much it wants demand to increase. This will help the company to decide whether invest- 
ing in a large-scale digital marketing effort is worth its resources. 


° Are there any extraneous variables that could account for an increase in sales? Just because sales or 
web traffic increased after the launch of a digital online media campaign does not mean the 
campaign was successful if there were other reasons for why demand could have increased (e.g., 
other types of promotional campaigns, major discounts, or seasons of the year like Christmas). 


By launching a baseline, comparing revenue from before and after the digital media pro- 
gram was launched, measuring the number of net new customers and transactions, and care- 
fully analyzing the data, the marketing researcher can sufficiently measure the success of its dig- 
ital media marketing promotion.* For those who do not want to take the time to perform this 
research, software companies are developing programs to make the process easier. For instance, 
software firm Live Oak helps companies that market on social networking sites to track which 
social networking sites drive the most traffic to the company’s website. 

Measurement systems for digital media marketing received a boost during the last recession. 
As money became tighter, many organizations realized they could save on advertising dollars by 
utilizing digital media marketing. This prompted the creation of measurement systems to make 
sure the company’s marketing dollars were being used effectively. Chrysler’s digital marketing 
agency, Organic, is one such organization. In its transition to digital media marketing, Organic cre- 
ated a forecasting model to determine how much Chrysler would need to spend on digital media 
advertising in order to meet sales targets; it also assessed the effectiveness of the online advertising 
message. By using models to determine which web activities affect 
end sales, Chrysler was able to refine its messages and predict sales 
more accurately.’ As more and more companies begin to market 
through digital media, digital media measurement systems are likely 
to become increasingly common. 


Ethical and Legal Issues 


How marketers use technology to gather information—both online 
and offline—raises numerous legal and ethical issues. The popular- Allin 


One Protect; 
ity and widespread use of the Internet grew so quickly in the 1990s un tn 
that global regulatory systems were unable to keep pace, although Sapalags 


today there are an increasing number of laws in place to protect 
businesses and consumers (see Table 9.4). Among the issues of 
concern are personal privacy, fraud, and misappropriation of copy- 


righted intellectual property. 


PRIVACY 


One of the most significant privacy issues involves the use of 
personal information that companies collect from website visi- 
tors in their efforts to foster long-term relationships with cus- 
tomers. Some people fear the collection of personal information 
from website users may violate users’ privacy, especially when it 
is done without their knowledge. Another concern is that hack- 
ers may break into websites and steal users’ personal information, 
enabling them to commit identity theft. Many of these breaches 
occur at banks, universities, and other businesses that contain to it the varying needs of ad 
sensitive consumer information.” This requires organizations to 

implement increased security measures to prevent database theft. 
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TABLE 9.4 A Timeline of Internet-Related Policy — 


1986 Electronic Communications Developed by the government to extend laws on wiretaps to 
Privacy Act electronic transmissions 


1996 Digital Millennium Copyright Act Refined copyright laws to protect digital versions of copyrighted 
materials, including music and movies 


1998 European Union Directive Requires companies to explain how the personal information they 
collect will be used and to obtain the individual’s permission 


1999 Anti-Cyber Squatting Consumer Makes it illegal to register others’ trademarks as domain names in 
Protection Act order to profit from the sale or transfer of the domain name, tarnish 
the trademark owner's reputation, or mislead consumers 


1999 Uniform Electronic Transactions Sets guidelines for electronic transactions, including the retention of 
Act records, electronic contracts, and electronic signatures 


2000 Children’s Online Privacy and Regulates the collection of personally identifiable information 
Protection Act (COPPA) (name, address, e-mail address, hobbies, interests, or information 
collected through cookies) online from children under age 13 


2004 Controlling the Assault of Non- Bans fraudulent or deceptive unsolicited commercial e-mail and 
Solicited Pornography and requires senders to provide information on how recipients can opt 
Marketing Act (CAN-SPAM) out of receiving additional messages 


Sources: “Federal Statutes Relevant in the Information Sharing Environment (ISE),” Justice Information Sharing: U.S. Department of Justice, Office of 
Justice Programs, February 27, 2009, www.it.ojp.gov/default.aspx?area=privacy&page=1285- (accessed February 18, 2010); Report to Congress: The 
Anticybersquatting Consumer Protection Act of 1999, section 3006 concerning the abusive registration of domain names, www.uspto.gov/web/offices/ 
dcom/olia/tmcybpiracy/repcongress.pdf (accessed February 18, 2010). 


Facebook and other social networking sites have also come under fire for privacy issues. 
Facebook was forced to temporarily suspend a new user-data feature that provided outside 
websites and applications access to users’ addresses and phone numbers. Though users would 
have had to give their permission before their data were accessed, privacy advocates were 
concerned that the information was too personal.*’ Another Internet privacy issue occurring 
more frequently is “scraping,” an activity where companies offer to collect personal informa- 
tion from social networking sites and other forums. Such events have prompted both con- 
sumers and the federal government alike to consider an online privacy “Bill of Rights” to 
protect consumers from having their information tracked without permission. Such a bill 
might also require companies to submit to privacy audits.** 

Due to consumer concerns over privacy, the Federal Trade Commission (FTC) is con- 
sidering developing regulations that would better protect consumer privacy by limiting the 
amount of consumer information that businesses can gather online. Other countries are pur- 
suing similar actions. The European Union passed a law requiring companies to get users 
consent before using cookies to track their information. Yahoo Inc. now allows Internet users 
in the United Kingdom to choose whether to opt out of having their Internet habits tracked. 
In the United States, one proposed solution for consumer Internet privacy is a “do not track” 
bill, similar to the “do not call” bill for telephones, to allow users to opt out of having their 
information tracked.* While consumers may welcome such added protections, web advertis- 
ers, who use consumer information to better target advertisements to online consumers, see 
it as a threat. In response to impending legislation, many web advertisers are attempting self 
regulation in order to stay ahead of the game. For instance, the Mobile Marketing Association 
is developing guidelines regarding mobile privacy.*° Google, Facebook, and other web-based 
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companies are increasing their lobbying efforts to ward off regulation that may be potentially 
damaging. In one year, Google spent approximately $4 million on lobbying efforts.*” 

On the other hand, certain advertising agencies, networks, and industry trade groups have 
made the decision to work with Internet-browser makers to create a “do-not-track” system. 
This represents a major shift for these advertising groups, which until recently have largely 
opposed such a system. However, although Microsoft and Mozilla have both integrated “do- 
not-track” features into their browsers, advertisers have a choice as to whether they will respect 
users’ do-not-track requests.** The hope among online marketers is that these actions could 
prevent regulation that would make it more difficult to advertise online effectively. 


ONLINE FRAUD 


Online fraud includes any attempt to conduct dishonest activities online. Online fraud 
includes, among other things, attempts to deceive consumers into releasing personal informa- 
tion. It is becoming a major source of frustration with social networking sites. Cybercriminals 
are discovering entirely new ways to use sites like Facebook and Twitter to carry out fraudulent 
activities. For instance, it has become common for cybercriminals to create profiles under a 
company’s name. These fraudulent profiles are often created to either damage the company’s 
reputation (this is particularly common with larger, more controversial companies) or as a 
way to lure that company’s customers into releasing personal information that the cybercrimi- 
nal can then use for monetary gain. Another tactic some fraudsters have used is to copy a blog 
entry from a reputable company and then repost the entry with a link that connects the user 
to their own sites, where they attempt to sell the user goods (under the reputable company’s 
name) or collect personal information from the consumer. For instance, a fraudster may repost 
a blog written by a professional sports organization with a fraudulent link that connects users 
to a site that sells unlicensed sporting goods. Perhaps the most disturbing is the practice of 
using social networking sites to pose as charitable institutions. During the Haitian earthquake 
disaster of 2010, fraudsters set up fake accounts to scam Facebook users into donating money 
that was used for the fraudsters’ own financial gain.*” The Better Business Bureau worked 
with the FBI to compile and release a list of suspected scams seeking to benefit from the Haiti 
disaster. A similar problem arose after the earthquake and tsunami in Japan. 

Organizations and social networking sites alike are developing ways to combat fraudulent 
activity on new digital media sites. For instance, organizations known as brand-protection 
firms monitor social networks for fraudulent accounts. Whenever these sites are found, the 
organizations notify their clients about the fraud and help them to remove the fraudulent , 
account.” However, the best protection for consumers is to be careful when divulging 
information online. Privacy advocates advise that the best way to stay out of trouble is to 
avoid giving out personal information, such as social security numbers or credit card infor- 
mation, unless the site is definitely legitimate. 


INTELLECTUAL PROPERTY 


The Internet has also created issues associated with intellectual property, the copyrighted or 
trademarked ideas and creative materials developed to solve problems, carry out applications, 
and educate and entertain others. Each year, intellectual property losses in the United States 
total billions of dollars stemming from the illegal copying of computer programs, movies, 
compact discs, and books. This has become a particular problem for social networking sites. 
Chinese search engine Baidu has been accused of offering a MP3 service that allows users to 
download proprietary songs for free. The recording industry sued Baidu in 2005 for Internet 
piracy, but the Chinese government sided with Baidu.?' Another example is YouTube, which 
often faces lawsuits over whether it has infringed on other companies’ copyrights. In one case, 
Viacom Inc. sued YouTube’s owner Google, claiming that the site violated its copyrights by 
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airing Viacom videos without permission. Although YouTube is responsible for the video con- 
tent it shows on its sites, with millions of users uploading content to YouTube, it can be hard 
for Google to monitor and remove all the videos that may contain copyrighted materials. 

The software industry is particularly hard-hit when it comes to the pirating of materials 
and illegal file sharing. The Business Software Alliance estimates that the global computer 
software industry loses more than $50 billion a year to illegal theft.”” Consumers view illegal 
downloading in different ways, depending on the motivation for the behavior. If the moti- 
vation is primarily utilitarian, or for personal gain, then the act is viewed as less ethically 
acceptable than if it is for a hedonistic reason, meaning just for fun.”> Consumers rationalize 
pirating software, video games, and music for a number of reasons. First, many consumers 
feel that they just do not have the money to pay for what they want. Second, because their 
friends engage in piracy and swap digital content, they feel influenced to engage in this activ- 
ity. Third, for some, the attraction is the thrill of getting away with it and the slim risk of 
consequences. Fourth, to some extent, there are people who think they are smarter than oth- 
ers; engaging in piracy allows them to show how tech savvy they are.” 

As digital media continues to evolve, more legal and ethical issues will certainly arise. 
As a result, marketers and all other users of digital media should make an effort to learn and 
abide by ethical practices to ensure that they get the most out of the resources available in this 
growing medium. Doing so will allow marketers to maximize the tremendous opportunities 
digital media has to offer. 


CHAPTER REVIEW 


like a traditional marketing channel. Digital media 
offer a whole new dimension to marketing that 
marketers must consider when concocting their 
companies’ marketing strategies. Some of the 
characteristics that distinguish online media from 


1 Define digital media and electronic marketing, 
and recognize their increasing importance in 
strategic planning. 


Digital media are electronic media that function 


using digital codes—when we refer to digital media, 
we are referring to media available via computers, 
cellular phones, smartphones, and other digital 
devices that have been released in recent years. 
Digital marketing uses all digital media, including 
the Internet and mobile and interactive channels, 
to develop communication and exchanges with 
customers. Electronic marketing (e-marketing) 
refers to the strategic process of distributing, pro- 
moting, pricing products, and discovering the 
desires of customers using digital media and digital 
marketing. E-marketing goes beyond the Internet 
and also includes mobile phones, banner ads, digi- 
tal outdoor marketing, and social networks. 


Understand the characteristics of digital 
media and electronic marketing— 
addressability, interactivity, accessibility, 
connectivity, control—and how they differ 
from traditional marketing activities. 


One of the biggest mistakes a marketer can make 
when engaging in digital marketing is to treat it 


traditional marketing include addressability, inter- 
activity, accessibility, connectivity, and control. 


The ability of a marketer to identify customers 
before they make a purchase is called addressabil- 
ity. Many websites encourage visitors to register 
to maximize their use of the site or to gain access 
to premium areas. Armed with knowledge about 
individual customers gleaned from the Web, par- 
ticularly online social networking sites, marketers 
can tailor marketing mixes more precisely to target 
customers with narrow interests. 


Interactivity allows customers to express their 
needs and wants directly to the firm in response 
to its marketing communications. Interactivity 
focuses on digital media that can make interper- 
sonal connections possible. Therefore, the selection 
of appropriate digital media facilitates interactivity 
that can enable a conversation between the firm 
and the customer. Digital media like blogs and 
some social networks allow marketers to interact 
with prospective customers in real time (or a close 
approximation of it). 
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The ability to obtain information is referred to 
as accessibility. Because customers can access in- 
depth information about competing products, 
prices, reviews, and so forth, they are much better 
informed about a firm’s products and their relative 
value than ever before. Accessibility does not only 
refer to the consumer’s ability to obtain informa- 
tion. It can also be viewed from a firm’s perspec- 
tive. Many companies are adopting a digital media 
philosophy of “open innovation.” 


Connectivity is one of the key contributions of 
social networking, connecting customers with mar- 
keters as well as with other customers. Connectivity 
has been made easier by Facebook, the world’s 
largest online social network, and other global sites 
such as Myspace, LinkedIn, and Twitter. Many 
countries have their own, much smaller social net- 
working sites as well. 


Control refers to customers’ ability to regulate the 
information they view and the rate and sequence of 
their exposure to that information. The Internet is 
sometimes referred to as a pull medium because users 
determine which websites they are going to view; the 
marketer has only limited ability to control the con- 
tent to which users are exposed and in what sequence. 
Digital media like blogs and social networks have 
endowed users with even greater power because they 
can more easily associate themselves with certain 
groups and can actively rate products and services. 


Identify and understand the role of digital 
media in a marketing strategy and how 
each type of digital media can be used as an 
effective marketing tool. 


Digital media in marketing is advancing at a rapid 
rate. The self-sustaining nature of digital technol- 
ogy means that current advances act as a catalyst 
to spur even faster development. As faster digital 
transmissions evolve, marketing applications are 
emerging that offer an opportunity for companies 
to reach consumers in entirely new ways. 


As a result, e-marketing is moving from a niche 
strategy to becoming a core consideration in the 
marketing mix. At the same time, digital tech- 
nologies are largely changing the dynamic between 
marketer and consumer. Consumers use mobile 
applications to do everything from playing games 
to booking airline and hotel reservations. The 
menu of digital media alternatives continues to 
grow, requiring marketers to make informed deci- 
sions about strategic approaches. 
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Understand and identify how digital media 
affect the marketing mix and marketing 
research techniques. 


The reasons for a digital marketing strategy are 
many. The low costs of many digital media channels 
can provide major savings in promotional budgets. 
Laptops, smartphones, mobile broadband, webcams, 
and other digital technologies can provide low-cost 
internal communication as well as external connec- 
tions with customers. Digital marketing is allowing 
companies to connect with market segments that are 
harder to reach with traditional media. Despite the 
challenges involved in such a strategy, digital market- 
ing is opening up new avenues in the relationship 
between businesses and consumers. 


Because digital tools, strategies, tactics, and chan- 
nels are not static, marketers must prepare to learn 
new ways to reach customers. There is still a need 
to balance traditional media with new digital 
media. Developing skills to manage the appropri- 
ate mix of traditional and digital media is impor- 
tant for success. Assuming that everything has 
changed to digital can be a mistake in reaching 
some market segments. Collaboration across the 
organization is necessary to make digital decisions 
that break down the walls between products and 
customers. Customers should be engaged to help 
this bond evolve. Finally, marketers must find ways 
to address the challenges that come with digital 
marketing, such as formulating ways to evaluate 
the effectiveness of a digital marketing campaign. 
The implementation of an effective digital market- 
ing strategy will help businesses reap the rewards 
that digital technologies have to offer. 


Identify legal and ethical considerations in 
digital media and electronic marketing. 


How marketers use technology to gather 
information—both online and offline—has raised 
numerous legal and ethical issues. 


Privacy is one of the most significant issues, 
involving the use of personal information that 
companies collect from website visitors in their 
efforts to foster long-term relationships with 
customers. Some people fear that the collection 
of personal information from website users may 
violate users’ privacy, especially when it is done 
without their knowledge. Another concern is that 
hackers may break into websites and steal users’ 
personal information, enabling them to commit 
identity theft. 


Online fraud includes any attempt to conduct 
dishonest activities online. Online fraud includes, 
among other things, attempts to deceive con- 
sumers into releasing personal information. It is 
becoming a major source of frustration with social 
networking sites. Cybercriminals are discover- 
ing entirely new ways to use sites like Facebook 
and Twitter to carry out fraudulent activities. 
Organizations and social networking sites alike 
are developing ways to combat fraudulent activity 
on new digital media sites. 


ONLINE RESOURCES 
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The Internet has also created issues associated with 
intellectual property, the copyrighted or trade- 
marked ideas and creative materials developed to 
solve problems, carry out applications, and edu- 
cate and entertain others. Each year intellectual 
property losses in the United States total billions 
of dollars stemming from the illegal copying of 
computer programs, movies, compact discs, and 
books. The software industry is particularly hard- 
hit when it comes to pirating material and illegal 
file sharing. 


for quizzes and games that will help 


you prepare for exams and help achieve the grade you want. 
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ISSUES FOR DISCUSSION AND REVIEW 


. How does addressability differentiate e-marketing 
from the traditional marketing environment? How do 
marketers use social networks to achieve addressability? 


. Define interactivity and explain its significance. 
How can marketers exploit this characteristic to 
improve relations with customers? 


. Explain the distinction between push and pull 
media. What is the significance of control in terms 
of using websites to market products? 


. Why are social networks becoming an increasingly 
important marketing tool? Find an example on the 
web in which a company has improved the effective- 
ness of its marketing strategy by using social networks. 


. How has new media changed consumer behavior? 
What are the opportunities and challenges that face 
marketers with this in mind? 


6. Describe the different technographic segments. 


10. 


How can marketers use this segmentation in their 
strategies? 


How can marketers exploit the characteristics of the 
Internet to improve the product element of their 
marketing mixes? 


. How do the characteristics of e-marketing affect the 


promotion element of the marketing mix? 


How has digital media changed the marketing 
research industry? Give examples of the opportuni- 
ties and challenges presented to marketers in light 
of these changes. 


Name and describe the major ethical and legal 
issues that have developed in response to the 
Internet. How should policymakers address these 
issues? 
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MARKETING APPLICATIONS 


1. Amazon.com is one of the web’s most recognizable the types of firms currently doing business through 
marketers. Visit the company’s website at www this exchange. What other types of organizations 
-amazon.com and describe how the company adds might be attracted? Is it appropriate to sell any ban- 
value to its customers’ buying experiences. ner advertising on a site such as this? What other 


industries might benefit from developing similar 


2. Social networking has become a popular method Ape ears enone 


of communication not only for individuals but for 
businesses as well. Visit the various social network- 
ing sites, such as Facebook.com and Twitter.com, 
and identify how companies are utilizing each of 
these sites in their marketing strategies. 5. To learn more about the world’s first creative ad 
agency built on crowdsourcing principles, including 
an opportunity to engage the world’s most talented 
creatives, access the Victors & Spoils site at http:// 
victorsandspoils.com. 

a. How can Victors & Spoils be used to outsource 


ONLINE EXERCISE 


3. Some products are better suited than others to elec- 
tronic marketing activity. For example, Art.com 
specializes in selling art prints via its online store. 
The ability to display a variety of prints in many 
different categories gives customers a convenient 


and efficient way to search for art. On the other advertising campaigns through co-creation and 


hand, General Electric has a website displaying mass collaboration? 

its appliances, but customers must visit a retailer b. Victors & Spoils and crowdsourcing is built on 
to purchase them. Visit www.art.com and www the foundation that good ideas should come 
-geappliances.com and compare how each firm from anywhere. Is it possible that this new 
uses the electronic environment of the Internet to approach will eliminate traditional ad agencies 
enhance its marketing efforts. and creative departments? 

4, Visit the information technology company web- c. If you want to engage in activities related to 
site www.covisint.com and evaluate the nature of what would be found in the creative depart- 
the business customers attracted. Who is the target ment of an advertising agency, how can Victors 
audience for this business marketing site? Describe & Spoils help you launch your career? 


DEVELOPING YOUR MARKETING PLAN 


When developing a marketing strategy using new digi- 2. No matter what marketing media are used, deter- 
tal media, a marketer must be aware of the strengths mining the correct marketing mix for your com- 
and weaknesses of these new media. Digital media are pany is always important. Think about how digital 
relatively new to the field of marketing and have differ- media might affect the marketing mix. 

ent pros and cons relative to traditional media sources. 3. Discuss different digital media and the pros and 
Different products and target markets may be more or cons of using each as part of your marketing plan. 


less suited for different digital media outlets. ; 
ee The information obtained from these questions 
1. Review the key concepts of addressability, interac- 


tivity, accessibility, connectivity, and control, and 
explain how they relate to new digital media. Think 
about how a marketing strategy focused on new 
digital media differs from a marketing campaign 
reliant on traditional media sources. 


should assist you in developing various aspects of your 
marketing plan found in the /nteractive Marketing Plan 
exercise at www.cengagebrain.com. 


VIDEO CASE 


OF THE FUTURE 


That 25-cent postcard in the gift shop may soon become a thing 
of the past. RogueSheep’s postage application is giving the tra- 
ditional postcard a run for its money as it allows users to send a 
digital postcard to their family members quickly and efficiently. 
RogueSheep is a software development and consulting com- 
pany based in Seattle. Cofounders Christopher Parrish, Daniel 
Guenther, Matt Joss, and Jeff Argast founded RogueSheep as an 
Adobe Development shop. The company specializes in graphics 
and publishing software while acting as a consultant to clients 
with their software development projects. 


By far the company’s most newsworthy product is its mobile 
app “Postage,” iPhone’s first postcard application. The idea 

for Postage came from a business conference when Parrish’s 
business partner wanted to send a postcard back to his wife. 
The founders of RogueSheep thought this would make a great 
iPhone app, and development of this app began. 


For $4.99, iPhone users can purchase the app, choose from more 
than 60 postcard designs, customize the design by inserting 
their own photos, and send the postcard to their friends or rela- 
tives. What takes a few days by regular mail can now take only 
seconds. Connectivity based on digital communication keeps 
people connected in an instant. Social networking sites provide 
a way that consumers can connect and express their feelings, 
emotions, and opinions. In the case of the RogueSheep app 
Postage, it provides better and more personalized connects than 
a traditional postcard. 


RogueSheep has become a major success in the software design 
world, winning Apple’s 2009 Design Award and Macworld's 
2009 Mac Gems Award for best e-mail app. Much of its success 
likely comes from the great care that RogueSheep puts into its 
Postage designs. Each pixel in the app is created by the applica- 
tion designer, and designs are continually added to give custom- 
ers a range of options to choose from. Additionally, RogueSheep 
has broken into the social networking world by creating ways 
that users can share their customized postcards with friends and 
followers on Facebook and Twitter. Now that social network- 
ing is more popular for personal communication than e-mail, 
RogueSheep’s app is perfect for social networks. 
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RoGuESHEEP’s PostaGE App: [HE POSTCARD 


To create awareness of the product, RogueSheep uses a 
combination of digital and traditional media. By using social 
networking sites like Twitter and Facebook, RogueSheep 
encourages users to become fans or followers and share infor- 
mation about RogueSheep with others. RogueSheep also uses 
web advertising and traditional magazines like Macworld as 
promotional tools. Finally, RogueSheep encourages trials of its 
Postage app by giving out promotional codes through Twitter 
to enable free trials of its product. RogueSheep’s Postage 

app could also be utilized for businesses that send postcards 
to remind customers about their products or special events. 
This application could potentially be customized to be a less 
expensive, more useful business-to-the-consumer promo- 
tional postcard. 


As more and more people become familiar with iPhone apps, 
RogueSheep must constantly adapt its products to antici- 
pate and meet customer needs. In addition to its update 

to allow for Facebook sharing, RogueSheep is also offering 
product apps such as SnoGlobe—which allows users to 
turn their iPhones into a snow globe with falling flakes that 
move as the iPhone moves—and Holiday ~ Postage for sea- 
sonal postcards. By creating a new, efficient way to meet a 
consumer need, RogueSheep’s Postage app may supplant 
printed materials to become the future of postcards. The 
business applications of sending RogueSheep postcards are 
unlimited. It can be just another form of digital marketing. 
RogueSheep’s postage application, like all digital marketing 
activities, should be integrated into a marketing strategy 
that relates to the target markets’ ability and interest in 
digital communication.” 


QUESTIONS FOR DISCUSSION: 


1. How do you think businesses could effectively use 
RogueSheep postcards in their communications program? 


2. _ Isit possible for RogueSheep to advance its digital postcards 
to those who do not have access to iPhone apps? 


3. _ What are the advantages of the RogueSheep digital post- 
card over traditional postcards? 
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PRODUCT DECISIONS 


We are now prepared to analyze the decisions and activities associated with developing 
and maintaining effective marketing mixes. In Parts 4 through 7, we focus on the major 
components of the marketing mix: product, pricing, promotion, and distribution. Part 

4 explores the product ingredient of the marketing mix. Chapter 10 focuses on basic 
product concepts and on branding and packaging decisions. Chapter 11 analyzes various 
dimensions regarding product management, including line extensions and product 
modification, new-product development, product deletions, and the management of 
services as products. 
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Distribution 


Promotion 


Technological 
forces 


and Packaging 


CHAPTER 10 


Product, 
Branding, 


Concepts 


OBJECTIVES: 


1 


Understand the concept of a 
product and how products are 
classified. 


Explain the concepts of 
product item, product 
line, and product mix, and 
understand how they are 
connected. 


Understand the product 
life cycle and its impact on 
marketing strategies. 


Describe the product 
adoption process. 


Explain the value of branding 
and the major components of 
brand equity. 


Recognize the types of brands 
and how they are selected and 
protected. 


Identify two types of branding 
policies, and explain brand 
extensions, co-branding, and 
brand licensing. 


Describe the major packaging 
functions and design 
considerations as well as 

how packaging is used in 
marketing strategies. 
Understand the functions of 


labeling and selected legal 
issues. 


HN 


Procter & Gamble Tailors Products 
for Indian Consumers 


Although P&G has 4 billion global customers, CEO Bob McDonald sees 
this quantity as only the beginning. He intends to raise this number to 5 
billion by 2015. Because many developed markets have reached market 
saturation, the key to P&G's growth prospects is expansion into emerging 
economies. While P&G has built its profits on offering premium products 
in developed markets, economies in which income is as low as $1 per day 
require P&G to adapt its marketing strategy. To work within this constraint, 
P&G has begun offering single-serving, no-frills packages to low-income 
global consumers. 

Of the countries targeted by P&G, McDonald sees India as a major 
opportunity for growth. P&G counts one-third of India’s 1.2 billion consum- 
ers as customers. The company aims to expand this number by 500 million 
with an emphasis on needs-based innovation and new-product introduc- 
tion. For example, P&G introduced the world’s lowest-cost disposable dia- 
per at 12 cents each. The company hopes that the product’s convenience 
and affordability will convince Indian mothers to switch from cloth to dis- 
posable diapers. 

The second challenge for P&G is to find a way to get its innovative prod- 
ucts onto shelves. With few large retailers in India, small stores with limited 
space can easily stock P&G items like razors and toothbrushes. Disposable 
diapers, however, take up more room. These spacing constraints will require 
P&G to reconsider how it packages the products that it sells in the Indian 
market. The trick for P&G will be to balance its products with the needs of its 
Indian customers—both retailers and end users." 
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CHAPTER 10: PRODUCT, BRANDING, AND PACKAGING CONCEPTS 


IE this chapter, we first define a product and discuss how products are classified. Next, 
we examine the concepts of product line and product mix. We then explore the stages 
of the product life cycle and the effect of each life-cycle stage on marketing strategies. 
Next, we outline the product adoption process. Then we discuss branding, its value to 
customers and marketers, brand loyalty, and brand equity. We examine the various types 
of brands and consider how companies choose and protect brands, the various branding 
policies employed, brand extensions, co-branding, and brand licensing. We also look at 
the role of packaging, the functions of packaging, issues to consider in packaging design, 
and how the package can be a major element in marketing strategy. We conclude with a 
discussion of labeling. 


What Is a Product? 


As defined in Chapter 1, a product is a good, a service, or an idea received in an exchange. 
It can be either tangible or intangible and includes functional, social, and psychological 
utilities or benefits. It also includes supporting services, such as installation, guarantees, 
product information, and promises of repair or maintenance. Thus the four-year/50,000- 
mile warranty that covers some new automobiles is part of the product itself. A good is a 
tangible physical entity, such as an iPad or a Quiznos sandwich. A service, in contrast, is 
intangible; it is the result of the application of human and mechanical efforts to people 


or objects. Examples of services include a concert performance 


by Lady Gaga, an online travel agency booking, a medical a ae C6 7 Tu a Oo 


examination, child day care, real estate services, and martial 


“MAGNIFICENT” 


GALA 


arts lessons. An idea is a concept, philosophy, image, or issue. 
Ideas provide the psychological stimulation that aids in solv- 
ing problems or adjusting to the environment. For example, 
Mothers Against Drunk Driving (MADD) promotes safe con- 
sumption of alcohol and stricter enforcement of laws against 
drunk driving. 

It is helpful to think of a total product offering as having 
three interdependent elements: the core product itself, its 


“SUPERB” 


STUDIO CINE LIVE 


supplemental features, and its symbolic or experiential 
benefits (see Figure 10.1). Consider that some people buy 
new tires for their basic utility (e.g., Goodyear), whereas 
some look for safety (e.g., Michelin), and others buy on the 
basis of brand name or exemplary performance (e.g., Pirelli). 
The core product consists of a product’s fundamental utility 
or main benefit and usually addresses a fundamental need 
of the consumer. Broadband Internet services, for instance, 
offer speedy Internet access, but some buyers want additional 
features, such as wireless connectivity anywhere they go. The 
core product usually addresses some fundamental need of 
the consumer. When you buy bottled water, you can buy 
name brands such as Dasani and Aquafina or more exclusive 


brands like Fiji, Voss, or Evian. Regardless of price, each 
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alternative will quench your thirst. Retailers such as Target What Is a Product? 
and Walmart specialize in offering core products (store Movies provide entertainment as a service and are 
brands and generics) of a generally acceptable quality level at considered products. 


competitive prices. 
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FIGURE 10.1. The Total Product 


A product’s supplemental features provide added value or attributes in addition to the 
core utility or benefit. Supplemental products also can provide installation, delivery, train- 
ing, and financing. These supplemental attributes are not required to make the core product 
function effectively, but they help to differentiate one product brand from another. In the 
U.S. Hotel Chain Survey by Business Travel News magazine, Ritz-Carlton Hotels topped the 
survey's deluxe tier segment by changing their approach to food; they now offer a differenti- 
ated dining experience through partnerships with well-known chefs such as Wolfgang Puck. 
In addition, Ritz-Carlton offers unprecedented group travel arrangements by providing free 
nights and free Internet usage.” These supplemental features add real value to the core prod- 
uct of overnight hotel stays. 

Finally, customers also receive benefits based on their experiences with the product. In 
addition, many products have symbolic meaning for buyers. For some consumers, the simple 
act of shopping gives symbolic value and improves their attitudes. Some stores capitalize on 
this value by striving to create a special experience for customers. You can buy stuffed toys 
at many retailers, but at Build-A-Bear, you can choose the type of animal, stuff it yourself, 
give it a heart, and create a name complete with a birth certificate, as well as give the toy a 
bath and clothe and accessorize it. The atmosphere and décor of a retail store, the variety 
and depth of product choices, the customer support, and even the sounds and smells all con- 
tribute to the experiential element. When you check into a Hotel Monaco, not only do you 
get a great room with down comforters, bed toppers, and pillows, but you can also “check 
out” a fish as your companion during your stay. The Hotel Monaco provides a “pet-friendly” 
environment for guests. Many customers credit the Hotel Monaco with providing a differ- 
entiated, enjoyable stay and become loyal customers. In addition, the Hotel Monaco chain 
offers complementary wine happy hours to allow guests to socialize in their lobbies. These 
symbolic and experiential features are all part of the Hotel Monaco total product. 

Thus, when buyers purchase a product, they are really buying the benefits and satisfac- 
tion they think the product will provide. A Rolex or Patek Philippe watch is purchased to 
make a statement of success, not just for telling time. Services in particular are purchased on 
the basis of expectations. Expectations, suggested by images, promises, and symbols, as well 
as processes and delivery, help consumers to make judgments about tangible and intangible 
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products. For example, some restaurants offer 10- to 15-minute lunch guarantees to assure 
customers that they are an efficient and quick place to dine. Products are formed by the 
activities and processes that help to satisfy expectations. Starbucks did not create the coffee 
shop, but it did make high-quality coffee beverages readily available around the world, with 
standardized service and stylish, inviting stores. Often symbols and cues are used to make 
intangible products more tangible, or real, to the consumer. Allstate Insurance Company, for 
example, uses giant hands to symbolize security, strength, and friendliness. 


Classifying Products 


Products fall into one of two general categories. Products purchased to satisfy personal and 
family needs are consumer products. Those bought to use in a firm’s operations, to resell, 
or to make other products are business products. Consumers buy products to satisfy their 
personal wants, whereas business buyers seek to satisfy the goals of their organizations. 
Product classifications are important because they may influence pricing, distribution, 
and promotion decisions. In this section, we examine the characteristics of consumer and 
business products and explore the marketing activities associated with some of these products. 


CONSUMER PRODUCTS 


The most widely accepted approach to classifying consumer products is based on character- 
istics of consumer buying behavior. It divides products into four categories: convenience, 
shopping, specialty, and unsought products. However, not all buyers behave in the same way 
when purchasing a specific type of product. Thus, a single product can fit into several cat- 
egories. Io minimize this problem, marketers think in terms of how buyers generally behave 
when purchasing a specific item. Examining the four traditional categories of consumer 
products can provide further insight. 


Convenience Products 


Convenience products are relatively inexpensive, frequently purchased items for which buy- 
ers exert only minimal purchasing effort. They range from bread, soft drinks, and chewing 
gum to gasoline and newspapers. The buyer spends little time planning the purchase or 
comparing available brands or sellers. Even a buyer who prefers a specific brand will generally 
choose a substitute if the preferred brand is not conveniently available. A convenience prod- 
uct is normally marketed through many retail outlets, such as 7-Eleven, ExxonMobil, and 
supermarkets. Starbucks coffee is available in airports, hotels, and grocery stores, and many 
of the Starbucks company-owned stores now have drive-through lanes to ensure that custom- 
ers can get coffee whenever or wherever the desire strikes.’ Because sellers experience high 
inventory turnover, per-unit gross margins can be relatively low. Producers of convenience 
products, such as Altoid mints, expect little promotional effort at the retail level and thus 
must provide it themselves with advertising and sales promotion. Packaging and displays are 
also important because many convenience items are available only on a self-service basis at 
the retail level, and thus the package plays a major role in selling the product. 


Shopping Products 


Shopping products are items for which buyers are willing to expend considerable effort 
in planning and making the purchase. Buyers spend much time comparing stores and 
brands with respect to prices, product features, qualities, services, and perhaps warranties. 
Shoppers may compare products at a number of outlets such as Best Buy, Amazon.com, 


Convenience Product or 
Shopping Product? 
Dreyer’s is a convenience 
purchase, whereas people spend 
considerable time and effort 
selecting furniture. 


speciality proc ucts 
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Lowe’s, or Home Depot. Appliances, bicycles, furniture, stereos, cameras, and shoes 
exemplify shopping products. These products are expected to last a fairly long time and 
are purchased less frequently than convenience items. Shopping products require fewer 
retail outlets than convenience products. Because shopping products are purchased less 
frequently, inventory turnover is lower, and marketing channel members expect to receive 
higher gross margins. In certain situations, both shopping products and convenience 
products may be marketed in the same location. Both Target and Walmart carry shop- 
ping products such as televisions, computers, and cameras as well as groceries and other 
convenience products. 

To market a shopping product effectively, a marketer considers several key issues. Although 
large sums of money may be required to advertise shopping products, an even larger percentage 
of resources are likely to be used for personal selling. The producer and the marketing channel 
members usually expect some cooperation from one another with respect to providing parts and 
repair services and performing promotional activities. Marketers should consider these issues 
carefully so that they can choose the best course for promoting these products. 


Specialty Products 


Specialty products possess one or more unique characteristics, and generally buyers are will- 
ing to expend considerable effort to obtain them. Buyers actually plan the purchase of a spe- 
cialty product; they know exactly what they want and will not accept a substitute. Examples 
of specialty products include a Mont Blanc pen and a one-of-a-kind piece of baseball memo- 
rabilia, such as a ball signed by Babe Ruth. When searching for specialty products, buyers do 
not compare alternatives. They are concerned primarily with finding an outlet that has the 
preselected product available. Racing fans interested in a high-status way to commemorate 
attending the Indy 500 might find the specially designed Tag Heuer Indy 500 wristwatch 
very attractive. 

The fact that an item is a specialty product can affect a firm’s marketing efforts in 
several ways. Specialty products are often distributed through a limited number of retail 
outlets. Like shopping products, they are purchased infrequently, causing lower inventory 
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turnover and thus requiring relatively high gross margins. 
However, just because specialty products are purchased less 
frequently does not necessarily make them less profitable. 
Por example, the Swatch Group, the maker of a European 
line of wrist watches, sells significantly more limited edition 
“swatches” than traditional ones. 


Unsought Products 


Unsought products are products purchased when a sudden 
problem must be solved, products of which customers are 
unaware, and products that people do not necessarily think 
of purchasing. Emergency medical services and automobile 
repairs are examples of products needed quickly to solve a 
problem. A consumer who is sick or injured has little time 
to plan to go to an emergency medical center or hospital. 
Likewise, in the event of a broken fan belt on the highway, a 
consumer likely will seek the nearest auto repair facility or call 
AAA to get back on the road as quickly as possible. In such 
cases, speed and problem resolution are far more important 
than price and other features buyers might normally consider 
if they had more time for making decisions. Companies such 
as ServiceMaster, which markets emergency services such as 
disaster recovery, carpet cleaning, and plumbing repair, are 
making the purchases of these unsought products more bear- 
able by building trust with consumers through recognizable 
brands (ServiceMaster Clean and Rescue Rooter) and superior 
functional performance. Specialty Products 


High-end jewelers like Cartier produce luxury watches for 


high-income consumers. 


BuSINESS PRODUCTS 


Business products are usually purchased on the basis of an organization's goals and objectives. 
Generally, the functional aspects of the product are more important than the psychological 
rewards sometimes associated with consumer products. Business products can be classified 
into seven categories according to their characteristics and intended uses: installations; acces- 
sory equipment; raw materials; component parts; process materials; maintenance, repair, and 
operating (MRO) supplies; and business services. 


Installations 


Installations include facilities, such as office buildings, factories, and warehouses, and major 
equipment that are nonportable, such as production lines and very large machines. Normally, 
installations are expensive and intended to be used for a considerable length of time. Because 
they are so expensive and typically involve a long-term investment of capital, purchase decisions 
often are made by high-level management. Marketers of installations frequently must provide a 
variety of services, including training, repairs, maintenance assistance, and even aid in financing 
such purchases. 


Accessory Equipment 

Accessory equipment does not become part of the final physical product but is used in 
production or office activities. Examples include file cabinets, fractional-horsepower motors, 
calculators, and tools. Compared with major equipment, accessory items usually are much 
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The Nissan Leaf: A Zero-Emisstons Car 
for the Mass Market 


issan is pegging its hopes on its fully electric vehicle 

(EV), the Nissan Leaf. Although EVs have been around 

for decades, poorly performing batteries and charg- 
ing issues have negatively impacted sales. Nissan hopes to 
change this image with what it believes to be a superior 
technology. According to the company, the Leaf will run for 
100 miles of city-based driving before requiring a charge, 
making it more practical for drivers. Owners install in-home 
charging systems costing a few thousand dollars and can then 


raw materials 

Basic natural materials that 
become part of a physical 
product 


component parts 

Items that become part of 

the physical product and are 
either finished iterns ready for 
assembly or products that need 
little processing before assembly 


process materials 
Materials that are used directly in 
the production of other products 
but are not readily identifiable 


recharge their cars overnight. Nissan is also partnering with 
states around the country to eventually install public charg- 
ing stations. Although this sounds simple, homes may require 
additional electric upgrades, and owners must deal with local 
government regulations. To ease the burden to consumers, 
the federal government offers a $7,500 tax credit, and certain 
states offer additional incentives. Initial demand for the Leaf 
looks promising. However, last-minute delivery delays might 
discourage early adopters of the product.’ 


cheaper, purchased routinely with less negotiation, and treated as expense items rather than 
capital items because they are not expected to last as long. More outlets are required for dis- 
tributing accessory equipment than for installations, but sellers do not have to provide the 
multitude of services expected of installations marketers. 


Raw Materials 


Raw materials are the basic natural materials that actually become part of a physical prod- 
uct. They include minerals, chemicals, agricultural products, and materials from forests and 
oceans. Corn, for example, is a raw material found in many different products, including 
food, beverages (as corn syrup), and even fuel (ethanol). Raw materials are usually bought 
and sold according to grades and specifications and in relatively large quantities. 


Component Parts 


Component parts become part of the physical product and are either finished items ready 
for assembly or products that need little processing before assembly. Although they become 
part of a larger product, component parts often can be identified and distinguished easily. 
Spark plugs, tires, clocks, brakes, and head lights are all component parts of an automobile. 
German-based Robert Bosch GmbH, the world’s largest auto parts maker, supplies 30 per- 
cent of the 46 million antilock brakes installed in vehicles worldwide.* Buyers purchase such 
items according to their own specifications or industry standards. They expect the parts to 
be of a specified quality and delivered on time so that production is not slowed or stopped. 
Producers that are primarily assemblers, such as most lawn mower and computer manufac- 
turers, depend heavily on suppliers of component parts. 


Process Materials 


Process materials are used directly in the production of other products. Unlike component 
parts, however, process materials are not readily identifiable. For example, a salad dressing 
manufacturer includes vinegar in its salad dressing. The vinegar is a process material because 
it is included in the salad dressing but is not identifiable. As with component parts, process 
materials are purchased according to industry standards or the purchaser’s specifications. 
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MRO Supplies 

MRO supplies are maintenance, repair, and operating 

items that facilitate production and operations but do not Opportunity doesn't always 
become part of the finished product. Paper, pencils, oils, arrive gift wrapped. 


cleaning agents, and paints are in this category. Although 
you might be familiar with Tide, Downy, and Febreze as 
consumer products, to restaurants and hotels, they are 
MRO supplies needed to wash dishes and launder sheets 
and towels. Procter & Gamble is increasingly targeting 
business customers in the $3.5 billion market for janito- 
rial and housekeeping products.» MRO supplies are com- 
monly sold through numerous outlets and are purchased 
routinely. To ensure supplies are available when needed, 
buyers often deal with more than one seller. 


Business Services 


Business services are the intangible products that many 
organizations use in their operations. They include finan- 
cial, legal, marketing research, information technology, 
and janitorial services. Firms must decide whether to pro- competition can > 
vide their own services internally or obtain them from pee ite ti coer ; accenture 
outside the organization. This decision depends on the suai cthians ua High performance, Delivered. 
costs associated with each alternative and how frequently 
the services are needed. As an example, Accenture focuses 
on services that help companies with business processes 
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has Business Products 
and management systems and with integrating advanced Accenture provides services to businesses. 


technology into their operations. 


Product Line and Product Mtx 


Marketers must understand the relationships among all the products of their organization 
to coordinate the marketing of the total group of products. The following concepts help to 
describe the relationships among an organization’s products. 

A product item is a specific version of a product that can be designated as a distinct 
offering among an organization's products. An Abercrombie & Fitch polo shirt represents a 
product item. A product line is a group of closely related product items that are considered 
to be a unit because of marketing, technical, or end-use considerations. Procter & Gamble’s 
Febreze product line, which recently reached the $1 billion mark in annual sales, includes 
air-freshener sprays for cars, sportswear, pets, allergens, and carpets. Additionally, the Febreze 
Home Collection includes candles, room spray, and scented luminaries.° The exact boundar- 
ies of a product line (although sometimes blurred) are usually indicated by the use of descrip- 
tive terms such as “frozen dessert product line” or “shampoo product line.” Specific product 
items in a product line, such as different dessert flavors or shampoos for oily and dry hair, 
usually reflect the desires of different target markets or the different needs of consumers. 
Thus, to develop the optimal product line, marketers must understand buyers’ goals. Firms 
with high market share are likely to expand their product lines aggressively, as are marketers 
with relatively high prices or limited product lines.’ This pattern can be seen in the personal 
computer industry, where companies are likely to expand their product lines when industry 
barriers are low or perceived market opportunities exist. 


Product Line vs. 
Product Mix 

Edy’s Ice Cream represents a 
product line with a wide variety 
of flavors. Burberry produces 
several product lines, including 
shoes, watches, and sunglasses. 
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A product mix is the composite, or total, group of products that an organization 
makes available to customers. Procter & Gamble’s product mix comprises all the health- 
care, beauty-care, laundry and cleaning, food and beverage, paper, cosmetic, and fragrance 
products the firm manufactures. The width of product mix is measured by the number of 
product lines a company offers. General Electric offers multiple product lines, including 
consumer products such as housewares, health-care products such as molecular imaging, and 
commercial engines for the military.* The depth of product mix is the average number of 
different product items offered in each product line. Figure 10.2 shows the width and depth 
of part of Procter & Gamble’s product mix. Procter & Gamble is known for using distinctive 
branding, packaging, segmentation, and consumer advertising to promote individual items 
in its detergent product line. Tide, Bold, Gain, Cheer, and Era—all Procter & Gamble deter- 
gents—share the same distribution channels and similar manufacturing facilities, but each is 
promoted as a distinctive product, adding depth to the product line. 


The Concepts of Product Mix Width and Depth Applied to U.S. Procter & Gamble Products 


Charmin 1928 
Puffs 1960 
Bounty 1965 
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Product Life Cycles and Marketing 
Strategies 


Just as biological cycles progress from birth through growth and decline, so do product life 
cycles. As Figure 10.3 shows, a product life cycle has four major stages: introduction, growth, 
maturity, and decline. As a product moves through its cycle, the strategies relating to competi- 
tion, pricing, distribution, promotion, and market information must be evaluated periodically 
and possibly changed. Astute marketing managers use the life-cycle concept to make sure that 
the introduction, alteration, and deletion of products are timed and executed properly. By 
understanding the typical life-cycle pattern, marketers can maintain profitable product mixes. 


INTRODUCTION 


The introduction stage of the product life cycle begins at a product’s first appearance in the 
marketplace, when sales start at zero and profits are negative. Profits are below zero because 
initial revenues are low, and the company generally must cover large expenses for product 
development, promotion, and distribution. Notice in Figure 10.3 how sales should move 
upward from zero, and profits also should move upward from a position in which they are 
negative because of high expenses. 

Developing and introducing a new product can mean an outlay of millions. Cadbury 
Schweppes spent two years and millions of dollars to develop Trident Splash, a sugarfree 
gum with a candy shell and a liquid center, which it markets to adults for 99 cents a pack- 
age.’ And although the importance of new products is significant, the risk of new-product 
failure is quite high, depending on the industry. Consider the development of frozen veg- 
etables. Clarence Birdseye invented the “quick-freeze machine” that created a new product, 
“frozen vegetables,” in 1920. A completely new product, the frozen vegetables could not be 


FIGURE 10.3 The Four Stages of the Product LifeCycle = 
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product life cycle 

The progression of a 

product through four stages: 
introduction, growth, maturity, 
and decline 


introduction stage 

The initial stage of a product's 
life cycle—its first appearance 
in the marketplace—when 
sales start at zero and profits are 
negative 
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growth stage 

The stage of a product's life 
cycle when sales rise rapidly and 
profits reach a peak and then 
start to decline 


Entrepreneurship in Marketing 
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distributed or sold until Birds Eye developed super-insulated railcars for transportation and 
retail freezer cases for display. Today, Birds Eye still has 27 percent of the $2.8 billion frozen 
vegetable market.'® 

Because of high risks and costs, few product introductions represent revolutionary inven- 
tions. More typically, product introductions involve a new variety of packaged convenience 
food, a new model of automobile, or a new fashion in clothing rather than a major product 
innovation. The more market-oriented the firm, the more likely it will be to launch innova- 
tive, new-to-the-market products."' 

Potential buyers must be made aware of new-product features, uses, and advantages. 
Efforts to highlight a new product's value can create a foundation for building brand loyalty 
and customer relationships.'* Two difficulties may arise at this point. First, sellers may lack 
the resources, technological knowledge, and marketing know-how to launch the product 
successfully. Entrepreneurs without large budgets still can attract attention, however, by 
giving away free samples, as Essence of Vali does with its aromatherapy products. Another 
technique is to gain visibility through media appearances. Dave Dettman, a.k.a. Dr. Gadget, 
specializes in promoting new products on television news and talk programs. Companies 
such as Sony, Disney, Warner Brothers, and others have hired Dr. Gadget to help with the 
introduction of new products.'* Second, the initial product price may have to be high to 
recoup expensive marketing research or development costs. Given these difficulties, it is not 
surprising that many products never get beyond the introduction stage. 

Most new products start off slowly and seldom generate enough sales to bring immediate 
profits. Less than 10 percent of new products succeed in the marketplace, and 90 percent 
of successes come from a handful of companies.'* Dell Computers’ customization processes 
explain why it has secured such a large share of the computer industry.’ As buyers learn 
about the new product, marketers should be alert for product 
weaknesses and make corrections quickly to prevent the prod- 
uct’s early demise. Marketing strategy should be designed to 
attract the segment that is most interested in the product. As 
the sales curve moves upward, the breakeven point is reached, 
and as competitors enter the market, the growth stage begins. 


Beanitos: Bean Brand Foods 


More than 20 years ago, Doug Foreman was inspired 

to create the popular Guiltless Gourmet baked chips 
after his father suffered a heart attack. The company 
was sold in 1994, but Foreman’s own weight problem 
has brought him back to create Beanitos. Chips made 
from beans may not sound appetizing, but they appear 
to be catching on. When creating Beanitos, Foreman 
researched weight-loss concepts and was overwhelmed 
by the benefits of a corn-free, low glycemic index diet. 
He found that Americans eat too much corn, consuming 
empty calories and potentially contributing to issues 
from diabetes to obesity. Foreman then hit upon beans 
as a highly beneficial ingredient. Beanitos chips are free 
of corn, gluten, potatoes, and trans fats. They are high 

in fiber and, thanks to a natural proprietary process, gas 
free. In addition, Foreman is working on Beanitos’ non- 
GMO certification. Beanitos is an innovative product 
that combines healthy ingredients, great taste, and a fun 
snack food experience.” 


GROWTH 


During the growth stage, sales rise rapidly; profits reach a 
peak and then start to decline (see Figure 10.3). The growth 
stage is critical to a product’s survival because competitive 
reactions to the product’s success during this period will affect 
the product’s life expectancy. When Splenda, a sugar substi- 
tute, was introduced, sales rose quickly as consumers switched 
from other low-calorie sweeteners. Sales rose even more 
quickly when restaurants such as McDonald’s and Starbucks 
began offering Splenda in single-serving packets." 

Profits begin to decline late in the growth stage as more 
competitors enter the market, driving prices down and creat- 
ing the need for heavy promotional expenses. At this point, 
a typical marketing strategy encourages strong brand loy- 
alty and competes with aggressive emulators of the product. 
During the growth stage, the organization tries to strengthen 
its market share and develop a competitive niche by empha- 
sizing the product’s benefits. Marketers should also analyze 
competing brands’ product positions relative to their own 
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brands and take corrective action. Aggressive pricing, including price cuts, is also typical 
during this stage. As sales increase, management must support the momentum by adjusting 
the marketing strategy. The goal is to establish and fortify the product’s market position by 
encouraging brand loyalty. To achieve greater market penetration, segmentation may have 
to be used more intensely. This requires developing product variations to satisfy the needs 
of people in several different market segments. Apple, for example, introduced variations on 
its wildly popular iPod MP3 player, including the affordable iPod shuffle, the smaller iPod 
nano, the iPod touch with a touchscreen surface, and the iPad, all of which has helped to 
expand Apple’s market penetration in the competitive MP3 player industry. 

Gaps in geographic market coverage should be filled during the growth period. As a 
product gains market acceptance, new distribution outlets usually become easier to obtain. 
Marketers sometimes move from an exclusive or a selective exposure to a more intensive 
network of dealers to achieve greater market penetration. Marketers must also make sure 
the physical distribution system is running efficiently so that customers’ orders are processed 
accurately and delivered on time. 

Promotion expenditures may be slightly lower than during the introductory stage but are 
still quite substantial. As sales increase, promotion costs should drop as a percentage of total 
sales. A falling ratio between promotion expenditures and sales should contribute signifi- 
cantly to increased profits. The advertising messages should stress brand benefits. Coupons 
and samples may be used to increase awareness as well as market share. 


MATURITY 


During the maturity stage, the sales curve peaks and starts to decline, and profits continue 
to fall (see Figure 10.3). Laptops have begun to enter the maturity stage, especially as many 
consumers are opting to purchase tablets and netbooks instead.'” This stage is characterized 
by intense competition because many brands are now in the market. Competitors emphasize 
improvements and differences in their versions of the product. As a result, during the matu- 
rity stage, weaker competitors are squeezed out of the market. 
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New products like Colgate Total 
create an opportunity to grow 
market share. 
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During the maturity phase, the producers who remain in the market are likely to change 
their promotional and distribution efforts. Advertising and dealer-oriented promotions are 
typical during this stage of the product life cycle. Marketers also must take into account that 
as the product reaches maturity, buyers’ knowledge of it attains a high level. Consumers are 
no longer inexperienced generalists; instead, they are experienced specialists. Marketers of 
mature products sometimes expand distribution into global markets. Often the products 
have to be adapted to fit differing needs of global customers more precisely. 

Because many products are in the maturity stage of their life cycles, marketers must know 
how to deal with these products and be prepared to adjust their marketing strategies. There 
are many approaches to altering marketing strategies during the maturity stage. To increase 
the sales of mature products, marketers may suggest new uses for them. Arm & Hammer has 
boosted demand for its baking soda by this method, providing multiple uses for this product. 

As customers become more experienced and knowledgeable about products during the matu- 
rity stage (particularly about business products), the benefits they seek may change as well, neces- 
sitating product modifications. Consider that traditional truck-based sport utility vehicles, such 
as the Ford Explorer and GMC Tahoe, have reached maturity and their sales are beginning to 
decline. Facing rising gasoline costs, consumers seem more interested in “crossovers”: car-based 
utility vehicles like the Chevrolet Equinox, Honda CR-V, Audi Q5, and Volvo XC60. Automakers 
responded to this interest with more models and features. With their improved ride, handling, 
and fuel economy, crossovers are in a rapid sales growth stage at the expense of traditional SUVs."* 

Three general objectives can be pursued during the maturity phase: 


1. Generate cash flow. Vhis is essential for recouping the initial investment and generating 
excess cash to support new products. 


2. Maintain share of market. Companies with marginal market share must decide 
whether they have a reasonable chance to improve their position or whether they 


should drop out. 


3. Increase share of customer. Whereas market share refers to the total percentage of customers 
a firm holds, share of customer relates to the percentage of each customer’s needs that the 
firm is meeting. For example, many banks have added new services (brokerage, financial 
planning, auto leasing, etc.) to gain more of each customer’s financial services business. 
Likewise, many supermarkets are seeking to increase share of customer by adding services 
such as restaurants, movie rentals, banking, and dry cleaning to provide one-stop shop- 
ping for their customers’ householder needs.” 


During the maturity stage, marketers actively encourage resellers to support the product. 
Resellers may be offered promotional assistance in lowering their inventory costs. In general, 
marketers go to great lengths to serve resellers and provide incentives for selling their brand. 

Maintaining market share during the maturity stage requires moderate, and sometimes 
large, promotion expenditures. Advertising messages focus on differentiating a brand from the 
field of competitors, and sales promotion efforts may be aimed at both consumers and resellers. 

A greater mixture of pricing strategies is used during the maturity stage. Strong price 
competition is likely and may ignite price wars. Firms also compete in other ways besides 
price, such as through product quality or services. In addition, marketers develop price flex- 
ibility to differentiate offerings in product lines. Markdowns and price incentives are com- 
mon. Prices may have to be increased, however, if distribution and production costs rise. 


DECLINE 
During the decline stage, sales fall rapidly (see Figure 10.3). When this happens, the 


marketer considers pruning items from the product line to eliminate those not earning 
a profit. The marketer also may cut promotion efforts, eliminate marginal distributors, 


CHAPTER 10: PRODUCT, BRANDING, AND PACKAGING CONCEPTS 


and finally, plan to phase out the product. This can be seen 
in the decline in demand for most carbonated beverages, 
which has been continuing for several years as consumers 
turn away from higher-calorie soft drinks. Experts pre- 
dict that soft-drink sales will continue to fall at least 1.5 
percent each year for the next 5 to 10 years. This shift in 
consumer preferences are already changing the way compa- 
nies produce and market bottled beverages, with compa- 
nies expanding their offerings of juices, waters, and more 
healthful drink options.” 

In the decline stage, marketers must determine 
whether to eliminate the product or try to reposition it 
to extend its life. Usually a declining product has lost 
its distinctiveness because similar competing or superior 
products have been introduced. Competition engen- 
ders increased substitution and brand switching as buy- 
ers become insensitive to minor product differences. For 
these reasons, marketers do little to change a product’s 


© Roger Allyn Lee/SuperStock 


style, design, or other attributes during its decline. New 


al val q q fee Product Decline 
US bisa tla Behn Bae slats ua hy viata aoe Siu Traditional incandescent light bulbs are being made obsolete 
ronmental considerations also may indicate that the time by more energy-efficient compact fluorescent light bulbs. 


has come to delete the product. Consider the incandes- 

cent light bulb. As consumers switch to “greener” compact 

fluorescent bulbs and LED lighting—increasingly prompted by government bans on 
incandescent bulbs—manufacturers are beginning to implement plans to phase them out 
of their product mixes. 

During a product’s decline, outlets with strong sales volumes are maintained, and 
unprofitable outlets are eliminated. An entire marketing channel may be eliminated if it does 
not contribute adequately to profits. An outlet not used previously, such as a factory outlet 
or Internet retailer, sometimes will be used to liquidate remaining inventory of an obsolete 
product. As sales decline, the product becomes more inaccessible, but loyal buyers seek out 
resellers who still carry it. 

Spending on promotion efforts is usually reduced considerably. Advertising of spe- 
cial offers may slow the rate of decline. Sales promotions, such as coupons and pre- 
miums, may regain buyers’ attention temporarily. As the product continues to decline, 
the sales staff shifts its emphasis to more profitable products. The marketing manager 
has two options during the decline stage: attempt to postpone the decline or accept its 
inevitability. Many firms lack the resources to renew a product’s demand and are forced 
to consider harvesting or divesting the product or the strategic business unit (SBU). 
The harvesting approach employs a gradual reduction in marketing expenditures and a 
less resource-intensive marketing mix. A company adopting the divesting approach with- 
draws all marketing support from the declining product or SBU. It may continue to sell 
the product until losses are sustained, or it may arrange for another firm to acquire the 
product. 


Product Adoption Process 


Acceptance of new products—especially new-to-the-world products—usually doesn't happen over- 
night. In fact, it can take a very long time. People are sometimes cautious or even skeptical about 
adopting new products, as indicated by some of the remarks quoted in Table 10.1. Consumers 
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_TABLE 10.1 Most New Ideas Have Their Skeptics 


“| think there is a world market for maybe five computers.” 
—Thomas Watson, chairman of IBM, 1943 


“This ‘telephone’ has too many shortcomings to be seriously considered as a means of 


communication. The device is inherently of no value to us.” 
—Western Union internal memo, 1876 


“The wireless music box has no imaginable commercial value. Who would pay for a message 
sent to nobody in particular?” 
—David Sarnoff’s associates in response to his urgings 
for investment in the radio in the 1920s 


“The concept is interesting and well formed, but in order to earn better than a C, the idea 
must be feasible.” 
—A Yale University management professor in response to Fred Smith’s paper proposing 
reliable overnight delivery service (Smith went on to found Federal Express Corp.) 


> “Who the hell wants to hear actors talk?” 
3 —H. M. Warner, Warner Brothers, 1927 


“A cookie store is a bad idea. Besides, the market research reports say America likes crispy 
a cookies, not soft and chewy cookies like you make.” 
—Banker’s response to Debbie Fields’s idea of starting Mrs. Fields’ Cookies 


“We don't like their sound, and guitar music is on the way out.” 
—Decca Recording Company rejecting the Beatles, 1962 


sometimes wait until the “second generation” of a new product to ensure a more reliable product 
experience. Customers who eventually accept a new product do so through an adoption process. 
Figure 10.4 details the product adoption process. The stages of the product adoption process are 
as follows: 


1. Awareness. The buyer becomes aware of the product. 
2. Interest. The buyer seeks information and is receptive to learning about the product. 


3. Evaluation. The buyer considers the product’s benefits and decides whether to try it, con- 
sidering its value versus the competition. 


4. Trial. The buyer examines, tests, or tries the product to determine if it meets his or her 
needs. 


5. Adoption. The buyer purchases the product and can be expected to use it again whenever 
the need for this product arises.’ 


In the first stage, when individuals become aware that the product exists, they have 
little information about it and are not concerned about obtaining more. Consumers enter 
the interest stage when they are motivated to get information about the product’s features, 
uses, advantages, disadvantages, price, or location. During the evaluation stage, individuals 
consider whether the product will satisfy certain criteria that are crucial to meeting their 
specific needs. In the trial stage, they use or experience the product for the first time, pos- 
sibly by purchasing a small quantity, taking advantage of free samples, or borrowing the 
product from someone. Individuals move into the adoption stage by choosing a specific 
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product when they need a product of that general type. Entering the adoption process does 
not mean that the person will eventually adopt the new product. Rejection may occur at any 
stage, including the adoption stage. Both product adoption and product rejection can be 
temporary or permanent. 

When an organization introduces a new product, people do not begin the adoption 
process at the same time, nor do they move through the process at the same speed. Of those 
who eventually adopt the product, some enter the adoption process rather quickly, whereas 
others start considerably later. For most products, there is also a group of nonadopters who 
never begin the process. For business marketers, success in managing production innovation, 
diffusion, and adoption requires great adaptability and significant effort in understanding 
customers.” 

Depending on the length of time it takes them to adopt a new product, consumers 
fall into one of five major adopter categories: innovators, early adopters, early majority, late 
majority, and laggards.’ Innovators are the first to adopt a new product; they enjoy trying 
new products and tend to be venturesome. Early adopters choose new products carefully 
and are viewed as “the people to check with” by those in the remaining adopter catego- 
ries. People in the early majority adopt just prior to the average person; they are deliberate 
and cautious in trying new products. Individuals in the late majority are quite skeptical of 
new products but eventually adopt them because of economic necessity or social pressure. 
Laggards, the last to adopt a new product, are oriented toward the past. They are suspicious 
of new products, and when they finally adopt the innovation, it may already have been 
replaced by a new product. 


Branding 


Marketers must make many decisions about products, including choices about brands, ' 
brand names, brand marks, trademarks, and trade names. A brand is a name, term, 
design, symbol, or any other feature that identifies one marketer’s product as distinct 
from those of other marketers. A brand may identify a single item, a family of items, or 
all items of that seller.4 Some have defined a brand as not just the physical good, name, 
color, logo, or ad campaign, but everything associated with the product, including its 
symbolism and experiences.”” For example, Hearts on Fire has branded a particular hearts 
and arrows cut for its diamonds, which maximizes their brilliance and fire—and allows 
Hearts on Fire diamonds to command a 15 to 20 percent premium over traditional 
diamonds.”® A brand name is the part of a brand that can be spoken—including let- 
ters, words, and numbers—such as 7UP or V8. A brand name is often a product’s only 
distinguishing characteristic. Without the brand name, a firm could not differentiate its 
products. To consumers, a brand name is as fundamental as the product itself. Indeed, 
many brand names have become synonymous with the product, such as Scotch Tape, 
Xerox copiers, and FedEx delivery. Through promotional activities, the owners of these 
brand names try to protect them from being used as generic names for tape, photocopi- 
ers, and overnight shipping. 
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The element of a brand that is not made up of words— 
often a symbol or design—is a brand mark. Examples of 
brand marks include McDonald’s Golden Arches, Nike’s 
“swoosh,” and the stylized silhouette of Apple's logo. 
A trademark is a legal designation indicating that the 
owner has exclusive use of a brand or a part of a brand 
and that others are prohibited by law from its use. To pro- 
tect a brand name or brand mark in the United States, an 
organization must register it as a trademark with the U.S. 
Patent and Trademark Office. In a typical year, the Patent 
and Trademark Office registers about 195,000 new trade- 
marks.” Finally, a trade name is the full and legal name 
of an organization, such as Ford Motor Company, rather 
than the name of a specific product. 


VALUE OF BRANDING 


Both buyers and sellers benefit from branding. Brands 
help buyers identify specific products that they do and 
do not like, which, in turn, facilitates the purchase of 
items that satisfy their needs and reduces the time 
required to purchase the product. Without brands, 
product selection would be quite random because buyers 


could have no assurance that they were purchasing what 


© Finnbarr Webster/Alamy 


— —— they preferred. The purchase of certain brands can be 
Bran ere a form of self-expression. For example, clothing brand 
The McDonald's arches are a well-known example of a brand mark. names are important to many consumers. Names such 

as Abercrombie & Fitch, Polo Ralph Lauren, Hollister, 

Nike, and GUESS give manufacturers an advantage 
in the marketplace. Especially when a customer is unable to judge a product’s quality, a 
brand may symbolize a certain quality level to the customer, and in turn, the person lets 
that perception of quality represent the quality of the item. A brand helps to reduce a 
buyer’s perceived risk of purchase. Customers want to purchase brands they trust, even 
if it is a private label brand like Walmart’s Great Value brand, which recently underwent 
a re-branding effort and product improvement process while keeping costs down.** In 
addition, a psychological reward may come from owning a brand that symbolizes status 
such as Mercedes Benz or Porsche. 

Sellers benefit from branding because each company’s brands identify its products, which 
makes repeat purchasing easier for customers. Branding helps a firm introduce a new product 
that carries the name of one or more of its existing products because buyers are already famil- 
iar with the firm’s existing brands. It facilitates promotional efforts because the promotion 
of each branded product indirectly promotes all other similarly branded products. Branding 
also fosters brand loyalty. To the extent that buyers become loyal to a specific brand, the com- 
pany’s market share for that product achieves a certain level of stability, allowing the firm to 
use its resources more efficiently. Once a firm develops some degree of customer loyalty for 
a brand, it can maintain a fairly consistent price rather than continually cutting the price to 
attract customers. 

There is a cultural dimension to branding. Most brand experiences are individual, 
trade name and each consumer confers his or her own social meaning onto brands. A brand’s appeal is 
largely at an emotional level based on its symbolic image and key associations.”” For some 
brands, such as Harley-Davidson, Saab, and Apple, this can result in an almost cult-like 
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following. These brands often develop a community of 
loyal customers that communicate through get-togeth- 
ers, online forums, blogs, podcasts, and other means. 
These brands may even help consumers to develop their 
identity and self-concept and serve as a form of self- 
expression. In fact, the term cultural branding has been 
used to explain how a brand conveys a powerful myth 
that consumers find useful in cementing their identi- 


Top Five Green Car Brands 


ties.°” It is also important to recognize that because a 
brand exists independently in the consumer’s mind, it 
is not controlled directly by the marketer. Every aspect 
of a brand is subject to a consumer’s emotional involve- 
ment, interpretation, and memory. By understanding 
how branding influences purchases, marketers can fos- 
ter customer loyalty.°! 


Source: American Council for an Energy-Efficient Economy, Greenest Vehicles of 2010, January 19, 2010, 


BRAND EQUITY www.greenercars.org/highlights10.pdf. 


A well-managed brand is an asset to an organization. The value of this asset is often referred 
to as brand equity. Brand equity is the marketing and financial value associated with a 
brand’s strength in a market. Besides the actual proprietary brand assets, such as patents and 
trademarks, four major elements underlie brand equity: brand name awareness, brand loy- 
alty, perceived brand quality, and brand associations (see Figure 10.5).* 

Being aware of a brand leads to brand familiarity, which in turn results in a level of com- 
fort with the brand. A familiar brand is more likely to be selected than an unfamiliar brand 
because the familiar brand often is viewed as more reliable and of more acceptable quality. 
The familiar brand is likely to be in a customer’s consideration set, whereas the unfamiliar 
brand is not. 

Brand loyalty is a customer's favorable attitude toward a specific brand. If brand loyalty 
is strong enough, customers may purchase this brand consistently when they need a product 


in that product category. Customer satisfaction with a brand is the most common reason 


Source: Adapted from The Free Press, a division of Simon & Schuster Adult Publishing Group, from Managing Brand 
Equity: Capitalizing on the Value of a Brand Name, by David A. Aaker: Copyright © 1991 by David A. Aaker. All rights 
reserved. 
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for loyalty to that brand.** Development of brand loyalty in a customer reduces his or her 
risks and shortens the time spent buying the product. However, the degree of brand loyalty 
for products varies from one product category to another. It is challenging to develop brand 
loyalty for some products, such as bananas, because customers can readily judge the quality 
of these products and do not need to refer to a brand as an indicator of quality. Brand loyalty 
also varies by country. Customers in France, Germany, and the United Kingdom tend to be 
less brand-loyal than U.S. customers. 

There are three degrees of brand loyalty: recognition, preference, and insistence. Brand 
recognition occurs when a customer is aware that the brand exists and views it as an alterna- 
tive purchase if the preferred brand is unavailable or if the other available brands are unfa- 
miliar. This is the mildest form of brand loyalty. The term /oyalty is clearly used very loosely 
here. Brand preference is a stronger degree of brand loyalty. A customer definitely prefers 
one brand over competitive offerings and will purchase this brand if it is available. However, 
if the brand is not available, the customer will accept a substitute brand rather than expend- 
ing additional effort finding and purchasing the preferred brand. When brand insistence 
occurs, a customer strongly prefers a specific brand, will accept no substitute, and is willing 
to spend a great deal of time and effort to acquire that brand. If a brand-insistent customer 
goes to a store and finds the brand unavailable, he or she will seek the brand elsewhere rather 
than purchase a substitute brand. Brand insistence also can apply to service products such 
as Hilton Hotels or sports teams such as the Chicago Bears or the Dallas Cowboys. Brand 
insistence is the strongest degree of brand loyalty; it is a brander’s dream. However, it is the 
least common type of brand loyalty. 

Brand loyalty is an important component of brand equity because it reduces a brand’s 
vulnerability to competitors’ actions. It allows an organization to keep its existing customers 
and avoid spending significant resources to gain new ones. Loyal customers provide brand 
visibility and reassurance to potential new customers. And because customers expect their 
brands to be available when and where they shop, retailers strive to carry the brands known 
for their strong customer following. 

Customers associate a particular brand with a certain level of overall quality. A brand 
name may be used as a substitute for actual judgment of quality. In many cases, customers can- 
not actually judge the quality of the product for themselves and instead must rely on the brand 
as a quality indicator. For instance, Toyota was able to survive as a company, despite the mas- 
sive recalls that affected several million vehicles, because of its historically high perceived brand 
quality. Even though the recalls were a huge mark against the brand, the company’s loyalists 
and previously perceived high brand quality enabled it to survive.* Perceived high brand qual- 
ity helps to support a premium price, allowing a marketer to avoid severe price competition. 
Also, favorable perceived brand quality can ease the introduction of brand extensions because 
the high regard for the brand likely will translate into high regard for the related products. 

The set of associations linked to a brand is another key component of brand equity. 
At times, a marketer works to connect a particular lifestyle or, in some instances, a certain 
personality type with a specific brand. For example, in an effort to revitalize its brand image, 
Kodak has begun hiring hip-hop endorsers for its camera products. The company hopes that 
a new hip image can change the way that younger customers associate with its cameras.°° 
These types of brand associations contribute significantly to the brand’s equity. Brand asso- 
ciations sometimes are facilitated by using trade characters, such as the Jolly Green Giant, 
the Pillsbury Dough Boy, and the Snuggle Bear. Placing these trade characters in advertise- 
ments and on packages helps consumers to link the ads and packages with the brands. 

Although difficult to measure, brand equity represents the value of a brand to an orga- 
nization. Table 10.2 lists the top 10 brands with the highest economic value. Any company 
that owns a brand listed in Table 10.2 would agree that the economic value of that brand is 
likely to be the greatest single asset in the organization's possession. 
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Brand Brand Value (S$ Millions) 


IBM 100,849 : 


Source: “Brandz Top 100 Most Valuable Global Brands 2011,” Milward Brown Optimor, p. 12, www.millwardbrown 
.com/Libraries/Optimor_BrandZ_Files/2011_BrandZ_Top100_Chart.sflb.ashx (accessed July 6, 2011). 


Tyres OF BRANDS 


There are three categories of brands: manufacturer, private distributor, and generic. 
Manufacturer brands are initiated by producers and ensure that producers are identified 
with their products at the point of purchase-—for example, Green Giant, Dell Computer, 
and Levi's jeans. A manufacturer brand usually requires a producer to become involved in 
distribution, promotion, and to some extent, pricing decisions. 

Private distributor brands (also called private brands, store brands, or dealer brands) are 
initiated and owned by resellers—wholesalers or retailers. The major characteristic of private 
brands is that the manufacturers are not identified on the products. Retailers and wholesal- 


ers use private distributor brands to develop more efficient promotion, generate higher gross » 


margins, and change store image. Despite the many strong national brands available to con- 
sumers, the top-selling consumer brand on this continent is Walmart’s private label brand, 
Great Value.** Private distributor brands give retailers or wholesalers freedom to purchase 
products of a specified quality at the lowest cost without disclosing the identities of the man- 
ufacturers. Wholesaler brands include IGA (Independent Grocers’ Alliance) and Topmost 
(General Grocer). Familiar retailer brand names include Sears’s Kenmore and JCPenney’s 
Arizona. Many successful private brands are distributed nationally. Kenmore appliances are as 
well known as most manufacturer brands. Sometimes retailers with successful private distrib- 
utor brands start manufacturing their own products to gain more control over product costs, 
quality, and design in the hope of increasing profits. Private labels now account for one out of 
every four product items sold in supermarkets, drugstores, and mass merchandisers, totaling 
some $88 billion of retail business.°’ Supermarket private brands are popular globally, too. 
Some marketers of traditionally branded products have embarked on a policy of not brand- 
ing, often called generic branding. Generic brands indicate only the product category (such as 
aluminum foil) and do not include the company name or other identifying terms. Generic brands 
usually are sold at lower prices than comparable branded items. Although at one time generic 
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Brand Loyalty 
Oscar Mayer hot dogs are an example of a product with be compatible with all products in the line. Finally, a brand should 


loyal customers. 
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brands may have represented as much as 10 percent of all retail gro- 
cery sales, today they account for less than one-half of 1 percent. 


SELECTING A BRAND NAME 


Marketers consider several factors in selecting a brand name. First, 
the name should be easy for customers (including foreign buyers if 
the firm intends to market its products in other countries) to say, 
spell, and recall. Short, one-syllable names, such as Cheer, often 
satisfy this requirement. Second, the brand name should indicate 
the product’s major benefits and, if possible, should suggest in a 
positive way the product's uses and special characteristics; negative 
or offensive references should be avoided. For example, the brand 
names of household cleaning products such as Ajax dishwash- 
ing liquid, Vanish toilet bowl cleaner, Formula 409 multipurpose 
cleaner, Cascade dishwasher detergent, and Wisk laundry deter- 
gent connote strength and effectiveness. There is evidence that 
consumers are more likely to recall and to evaluate favorably names 
that convey positive attributes or benefits.** Third, to set it apart 
from competing brands, the brand should be distinctive. AT&T, 


for example, renamed its Cingular Wireless service AT&T so all 


Mark Stehle/AP Images for Oscar Mayer 


the company’s products would have the same brand name.” If a 
marketer intends to use a brand for a product line, that brand must 


be designed so that it can be used and recognized in all types of 
media. Finding the right brand name has become a challenging 
task because many obvious product names have already been used. 

How are brand names devised? Brand names can be created from single or multiple 
words—for example, Dodge Nitro. Letters and numbers are used to create brands such as 
Volvo's S60 sedan or Motorola’s RAZR V3 phone. Words, numbers, and letters are combined 
to yield brand names such as Apple’s iPhone or BMW’s 535i Sedan. To avoid terms that have 
negative connotations, marketers sometimes use fabricated words that have absolutely no 
meaning when created—for example, Kodak and Exxon. 

Who actually creates brand names? Brand names can be created internally by the organi- 
zation. At Del Monte, a team of executives brainstormed 27 ideas for new cat food offerings 
with names such as “paté,” “soufflé,” and “créme brulee.” Sometimes a name is suggested by 
individuals who are close to the development of the product. Some organizations have com- 
mittees that participate in brand-name creation and approval. Large companies that introduce 
numerous new products annually are likely to have a department that develops brand names. At 
times, outside consultants and companies that specialize in brand-name development are used. 


PROTECTING A BRAND 


A marketer also should design a brand so that it can be protected easily through registration. 
A series of court decisions has created a broad hierarchy of protection based on brand type. 
From most protectable to least protectable, these brand types are fanciful (Exxon), arbitrary 
(Dr Pepper), suggestive (Spray ’n Wash), descriptive (Minute Rice), and generic (aluminum 
foil). Generic brands are not protectable. Surnames and descriptive, geographic, or func- 
tional names are difficult to protect.*! However, research shows that overall, consumers prefer 
descriptive and suggestive brand names and find them easier to recall compared with fanciful 
and arbitrary brand names.” Because of their designs, some brands can be legally infringed 
on more easily than others. Although registration protects trademarks domestically for ten 
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Protecting a Brand. 
Eddie Bauer protects its brand 
through registration. 
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years, and trademarks can be renewed indefinitely, a firm should develop a system for ensur- 
ing that its trademarks are renewed as needed. 

To protect its exclusive rights to a brand, a company must ensure that the brand is not likely 
to be considered an infringement on any brand already registered with the U.S. Patent and 
Trademark Office. Auto Shack changed its name to AutoZone when faced with legal action from 
Tandy Corporation, owner of Radio Shack. Tandy maintained that it owned the name Shack. 
After research showed that virtually every auto supply store in the country used auto in its name, 
zone was deemed the best word to pair with auto. This process may be complex because infringe- 
ment is determined by the courts, which base their decisions on whether a brand causes consum- 
ers to be confused, mistaken, or deceived about the source of the product. McDonald’s is one 
company that aggressively protects its trademarks against infringement; it has brought charges 
against a number of companies with Me names because it fears that use of the prefix will give 
consumers the impression that these companies are associated with or owned by McDonald’. 

A marketer should guard against allowing a brand name to become a generic term used to refer to 
a general product category. Generic terms cannot be protected as exclusive brand names. For example, 
aspirin, escalator, and shredded wheat—all brand names at one time—eventually were declared generic 
terms that refer to product classes. Thus, they could no longer be protected. To keep a brand name 
from becoming a generic term, the firm should spell the name with a capital letter and use it as an 
adjective to modify the name of the general product class, as in Kool-Aid Brand Soft Drink Mix. 
Including the word brand just after the brand name is also helpful. An organization can deal with this 
problem directly by advertising that its brand is a trademark and should not be used generically. The 
firm also can indicate that the brand is a registered trademark by using the symbol ®. 

A U.S. firm that tries to protect a brand in a foreign country frequently encounters prob- 
lems. In many countries, brand registration is not possible; the first firm to use a brand in 
such a country automatically has the rights to it. In some instances, U.S. companies actually 
have had to buy their own brand rights from a firm in a foreign country because the foreign 
firm was the first user in that country. 

Marketers trying to protect their brands also must contend with brand counterfeiting. In 
the United States, for instance, one can purchase counterfeit General Motors parts, Cartier 
watches, Louis Vuitton handbags, Walt Disney character dolls, Microsoft software, Warner 
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The Corn Industry Changes Its Brand 
Name from Corn Syrup to Corn Sugar 


an one word influence how a product is perceived? 

The corn industry thinks so. The Corn Refiners 

Association has petitioned the Food and Drug 
Administration (FDA) to change “corn syrup” to “corn sugar” 
on labels. Although once embraced by food companies for 
its lack of distinct flavor and inexpensive price, today the 
sweetener is often linked to health complaints such as dia- 
betes and coronary artery disease. A recent survey revealed 


on health. The corn industry, however, claims there is little 
definitive evidence that corn syrup/sugar is any worse than 
other sweeteners. It also claims that the body cannot tell the 
difference between corn sugar and cane sugar. Although the 
FDA may take up to two years to respond, the Corn Refiners — 
Association has launched a heavy marketing campaign, push- 
ing the “sugar is sugar” message. Ads feature parents with 
children and other comforting images aimed to reassure the 


that 58 percent of Americans are concerned about its impact consumer.‘ 


Brothers clothing, Mont Blanc pens, and a host of other products illegally marketed by 
manufacturers that do not own the brands. Pirated consumer goods, according to the U.S. 
Department of Commerce, cost $650 billion annually. 

In the interest of strengthening trademark protection, Congress enacted the Trademark 
Law Revision Act in 1988, the only major federal trademark legislation since the Lanham 
Act of 1946. The purpose of this more recent legislation is to increase the value of the federal 
registration system for U.S. firms relative to foreign competitors and to protect the public 
from counterfeiting, confusion, and deception.” 


BRANDING POLICIES 


Before establishing branding policies, a firm must decide whether to brand its products at all. Ifa 
company’s product is homogeneous and is similar to competitors’ products, it may be difficult to 
brand in a way that will generate brand loyalty. Raw materials such as coal, sand, and farm produce 
are hard to brand because of the homogeneity of such products and their physical characteristics. 

Ifa firm chooses to brand its products, it may use individual branding, family branding, 
or a combination. Individual branding is a policy of naming each product differently. Sara 
Lee uses individual branding among its many divisions, which include Hanes underwear, 
Leggs pantyhose, Champion sportswear, Bali, Jimmy Dean, Ball Park, and other vastly dif- 
ferent brands. A major advantage of individual branding is that if an organization introduces 
an inferior product, the negative images associated with it do not contaminate the company’s 
other products. An individual branding policy also may facilitate market segmentation when 
a firm wishes to enter many segments of the same market. Separate, unrelated names can be 
used, and each brand can be aimed at a specific segment. 

When using family branding, all of a firm’s products are branded with the same name or 
at least part of the name, such as Kellogg's Frosted Flakes, Kellogg’s Rice Krispies, and Kelloge’s 
Corn Flakes. In some cases, a company’s name is combined with other words to brand items. 
Arm & Hammer uses its name on all its products, along with a general description of the 
item, such as Arm & Hammer Heavy Duty Detergent, Arm & Hammer Pure Baking Soda, 
and Arm & Hammer Carpet Deodorizer. Unlike individual branding, family branding means 
that the promotion of one item with the family brand promotes the firm’s other products. 
Examples of other companies that use family branding include Mitsubishi, Heinz, and Sony. 
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An organization is not limited to a single branding policy. A company that uses primar- 
ily individual branding for many of its products also may use family branding for a specific 
product line. Branding policy is influenced by the number of products and product lines the 
company produces, the characteristics of its target markets, the number and types of compet- 
ing products available, and the size of the firm’s resources. 


BRAND EXTENSIONS 


A brand extension occurs when an organization uses one of its existing brands to brand a new 
product in a different product category. An example is when Bic, the maker of disposable pens, 
introduced Bic disposable razors and Bic lighters. A brand extension should not be confused 
with a line extension. A line extension refers to using an existing brand on a new product in the 
same product category, such as new flavors or sizes. For example, when the maker of Tylenol, 
McNeil Consumer Products, introduced Extra Strength Tylenol PM., the new product was a 
line extension because it was in the same category. Marketers share a common concern that if a 
brand is extended too many times or extended too far outside its original product category, the 
brand can be weakened significantly. For example, Miller Brewing Company has extended its 
brand to Miller Lite, Genuine Draft, MGD 64, Chill, High Life, Icehouse, Milwaukee's Best, 
and Red Dog, but so many extensions may confuse customers and encourage them to engage in 
considerable brand switching.” 
hop street clothing that was later named one of the worst brand extensions that year.” Research 
has found that a line extension into premium categories can be an effective strategy to revital- 
ize a brand, but the line extension needs to be closely linked to the core brand.“ Table 10.3 
describes brand extensions that failed because they were too dissimilar to their core product. 


For instance, Kellogg’s extended its brand name to a line of hip- 


Co-BRANDING 


Co-branding is the use of two or more brands on one product. Marketers employ co- 
branding to capitalize on the brand equity of multiple brands. Co-branding is popular in 
several processed-food categories and in the credit card industry. The brands used for co- 


branding can be owned by the same company. For example, Kraft’s Lunchables product 
teams the Kraft cheese brand with Oscar Mayer lunchmeats, another Kraft-owned brand. 


‘ Brand Name Core Product Failed Brand Extension 

Smith & Wesson Mountain Bikes S 
Bic Bic Underwear 

e Cosmopolitan Yogurt 

: Wrigley Life Savers Soda 

: Coors Rocky Mountain Spring Water 

: Colgate Colgate Kitchen Entrees 

Fp Frito-Lay Lemonade 

: Harley-Davidson Perfume 

Source: “Top 25 Biggest Product Flops of All Time,” Wallet Pop, www.walletpop.com/photos/top-25-biggest- 

& product-flops-of-all-time/ (accessed April 14, 2011). 
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Co-Branding 

Burger King makes Heinz ketchup 
available to customers through 
co-branding. 
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The brands also may be owned by different companies. Credit card companies such as 
American Express, Visa, and MasterCard, for instance, team up with other brands such as 
General Motors, AT&T, and many airlines. Effective co-branding capitalizes on the trust and 
confidence customers have in the brands involved. The brands should not lose their identi- 
ties, and it should be clear to customers which brand is the main brand. For example, it is 
fairly obvious that Kellogg owns the brand and is the developer of Kellogg’s Healthy Choice 
Cereal. It is important for marketers to understand that when a co-branded product is unsuc- 
cessful, both brands are implicated in the product failure. To gain customer acceptance, the 
brands involved must represent a complementary fit in the minds of buyers. Trying to link 
a brand such as Harley-Davidson with a brand such as Healthy Choice will not achieve co- 
branding objectives because customers are not likely to perceive these brands as compatible. 


BRAND LICENSING 


A popular branding strategy involves brand licensing, an agreement in which a company 
permits another organization to use its brand on other products for a licensing fee. Royalties 
may be as low as 2 percent of wholesale revenues or higher than 10 percent. The licensee is 
responsible for all manufacturing, selling, and advertising functions and bears the costs if the 
licensed product fails. The top U.S. licensing company is Walt Disney Company. The NFL, 
the NCAA, NASCAR, and Major League Baseball are all leaders in the retail sales of licensed 
sports-related products. The advantages of licensing range from extra revenues and low-cost 
or free publicity to new images and trademark protection. The major disadvantages are a lack 
of manufacturing control, which could hurt the company’s name, and bombarding consum- 
ers with too many unrelated products bearing the same name. 


Packaging 


Packaging involves the development of a container and a graphic design for a product. A pack- 
age can be a vital part of a product, making it more versatile, safer, and easier to use. Like a 
brand name, a package can influence customers’ attitudes toward a product and so affect their 
purchase decisions. For example, several producers of jellies, sauces, and ketchups have packaged 
their products in squeezable plastic containers, sometimes upside down, to make use and storage 
more convenient, whereas several paint manufacturers have introduced easy-to-open and pour 
paint cans. Package characteristics help to shape buyers’ impressions of a product at the time of 
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purchase or during use. In this section, we examine the main functions of packaging and consider 
several major packaging decisions. We also analyze the role of the package in a marketing strategy. 


PACKAGING FUNCTIONS 


Effective packaging involves more than simply putting products in containers and cover- 
ing them with wrappers. First, packaging materials serve the basic purpose of protecting 
the product and maintaining its functional form. Fluids such as milk and orange juice need 
packages that preserve and protect them. The packaging should prevent damage that could 
affect the product’s usefulness and thus lead to higher costs. Because product tampering has 
become a problem, several packaging techniques have been developed to counter this danger. 
Some packages are also designed to deter shoplifting. 

Another function of packaging is to offer convenience to consumers. For example, small, 
aseptic packages—individual-size boxes or plastic bags that contain liquids and do not require 
refrigeration—strongly appeal to children and young adults with active lifestyles. The size or 
shape of a package may relate to the product’s storage, convenience of use, or replacement rate. 
Small, single-serve products may prevent waste, make storage easier, and promote greater con- 
sumption. A third function of packaging is to promote a product by communicating its fea- 
tures, uses, benefits, and image. Sometimes a reusable package is developed to make the product 
more desirable. For example, the Cool Whip package can be reused as a food-storage container. 


Major PacKAGING CONSIDERATIONS 


As they develop packages, marketers must take many factors into account. Obviously, one 
major consideration is cost. Although a number of different packaging materials, processes, 
and designs are available, costs vary greatly. In recent years, buyers have shown a willingness 
to pay more for improved packaging, but there are limits. 

Marketers should consider how much consistency is desirable among an organization’s 
package designs. No consistency may be the best policy, especially if a firm’s products are 
unrelated or aimed at vastly different target markets. To promote an overall company image, 
a firm may decide that all packages should be similar or include one major element of the 
design. This approach is called family packaging. Sometimes it is used only for lines of 
products, as with Campbell’s soups, Weight Watchers’ foods, and Planters Nuts. 

A package's promotional role is an important consideration. Through verbal and nonverbal 
symbols, the package can inform potential buyers about the product’s content, features, uses, advan- 
tages, and hazards. Fancy Feast cat food packaging and labeling alludes to a pet owner showing as 
much concern about what the cat eats as what he or she eats. A firm can create desirable images 
and associations by its choice of color, design, shape, and texture. Many cosmetics manufactur- 
ers, for example, design their packages to create impressions of richness, luxury, and exclusiveness. 
To develop a package that has a definite promotional value, a designer must consider size, shape, 
texture, color, and graphics. Beyond the obvious limitation that the package must be large enough 
to hold the product, a package can be designed to appear taller or shorter. Light-colored packaging 
may make a package appear larger, whereas darker colors may minimize the perceived size. 

Colors on packages are often chosen to attract attention, and color can positively influence 
customers emotions. People often associate specific colors with certain feelings and experiences. 
Blue is soothing; it is also associated with wealth, trust, and security. Gray is associated with 
strength, exclusivity, and success. Orange can stand for low cost. Red connotes excitement and 
stimulation. Purple is associated with dignity and stateliness. Yellow connotes cheerfulness and 
joy. Black is associated with being strong and masterful.” When opting for color on packaging, 
marketers must judge whether a particular color will evoke positive or negative feelings when 
linked to a specific product. Rarely, for example, do processors package meat or bread in green 
materials because customers may associate green with mold. Marketers also must determine 


Package Innovation 
Many children’s juices are made 
available in plastic drink pouches 
for convenience. 
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whether a specific target market will respond favorably or unfavorably to a particular color. 
Packages designed to appeal to children often use primary colors and bold designs. 

Packaging also must meet the needs of resellers. Wholesalers and retailers consider whether 
a package facilitates transportation, storage, and handling. Resellers may refuse to carry certain 
products if their packages are cumbersome. Concentrated versions of laundry detergents and 
fabric softeners aid retailers in offering more product diversity within the existing shelf space. 

A final consideration is whether to develop packages that are environmentally responsi- 
ble. Nearly one-half of all garbage consists of discarded plastic packaging, such as polystyrene 
containers, plastic soft-drink bottles, and carryout bags. Plastic packaging material does not 
biodegrade, and paper requires the destruction of valuable forests. Consequently, many compa- 
nies have changed to environmentally sensitive packaging; they are also recycling more materi- 
als. Naked Juice became the first beverage with national distribution to produce its packaging 
completely from recycled plastic.” H.J. Heinz is looking for alternatives to its plastic ketchup 
squeeze bottles. Other companies are also searching for alternatives to environmentally harmful 
packaging. In some instances, customers have objected to such switches because the newer envi- 
ronmentally responsible packaging may be less effective or more inconvenient. For example, 
bottled water producers who use less plastic and produce thinner bottles also face criticism for 
the noise the bottles make while holding and drinking. On the other hand, some consumers 
are willing to pay more for eco-friendly packaging. Therefore, marketers must carefully balance 
society's desire to preserve the environment against customers’ desire for price and convenience. 


PACKAGING AND MARKETING STRATEGY 


Packaging can be a major component of a marketing strategy. A new cap or closure, a better 
box or wrapper, or a more convenient container may give a product a competitive advantage. 
The right type of package for a new product can help it to gain market recognition very quickly. 
Sunsweet Growers, for example, had this in mind when it introduced New Ones dried prunes, 
targeted at consumers who wanted healthier snacks. Sold in transparent canisters containing 
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20 individually wrapped pitted prune snacks that look rather like candy, the package protects 
the product and makes it portable enough for the lunchbox or desk.”! In the case of existing 
brands, marketers should reevaluate packages periodically. Marketers should view packaging as 
a major strategic tool, especially for consumer convenience products. For instance, in the food 
industry, jumbo and large package sizes for products such as hot dogs, pizzas, English muffins, 
frozen dinners, and biscuits have been very successful. When considering the strategic uses 
of packaging, marketers also must analyze the cost of packaging and package changes. Many 
companies have successfully grown the market for their products with the “100 Calorie” snack 
pack. In this section we examine several ways in which packaging can be used strategically. 


Altering the Package 


At times, a marketer changes a package or labeling because the existing design is no longer in 
style, especially when compared with the packaging of competitive products. Arm & Hammer 
now markets a refillable plastic shaker for its baking soda. Quaker Oats hired a package design 
company to redesign its Rice-A-Roni package to give the product the appearance of having 
evolved with the times while retaining its traditional taste appeal. A package may be redesigned 
because new product features need to be highlighted or because new packaging materials have 
become available. Starbucks enlarged its mermaid and removed the word “Starbucks Coffee” 
from its logo to emphasize that it is expanding beyond coffee and into the consumer packaged- 
goods business.” An organization may also decide to change a product’s packaging to make the 
product safer or more convenient to use. Oscar Mayer introduced sliced bacon in a redesigned 
“Stay-Fresh Reclosable Tray” to address consumer complaints that traditional bacon packag- 
ing is sometimes messy and cannot be sealed to ensure freshness through multiple servings. 
Developed in cooperation with packaging company Bemis Co., the new package represents the 
most significant change in bacon packaging since the 1920s.”° Packaging changes can also be 
a mistake in some cases. After PepsiCo redesigned the packaging of its Tropicana orange juice, 
consumers began complaining about the redesign almost immediately. Some claimed that the 
new design made the product look like a generic or store brand. Sales dropped 20 percent 
within a two-month period, compelling PepsiCo to bring back the old design.” 


Secondary-Use Packaging 


A secondary-use package is one that can be reused for purposes other than its initial function. 
For example, a margarine container can be reused to store leftovers, and a jelly container can 
serve as a drinking glass. Customers often view secondary-use packaging as adding value to 
products, in which case its use should stimulate unit sales. 


Category-Consistent Packaging 


With category-consistent packaging, the product is packaged in line with the packaging prac- 
tices associated with a particular product category. Some product categories—for example, 
mayonnaise, mustard, ketchup, and peanut butter—have traditional package shapes. Other 
product categories are characterized by recognizable color combinations, such as red and 
white for soup and red, yellow, and blue for Ritz-like crackers. When an organization intro- 
duces a brand in one of these product categories, marketers often will use traditional package 
shapes and color combinations to ensure that customers will recognize the new product as 
being in that specific product category. 


Innovative Packaging 


Sometimes a marketer employs a unique cap, design, applicator, or other feature to make a 
product distinctive. Such packaging can be effective when the innovation makes the prod- 
uct safer or easier to use or provides better protection for the product. Healthy Choice, for 
example, created an innovative package for its new Healthy Choice Fresh Mixers. Consumers 
are able to store their meal without a refrigerator or freezer as well as cook their meal in the 
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container and strain water with the lid.” In some instances, marketers use innovative or 
unique packages that are inconsistent with traditional packaging practices to make the brand 
stand out from its competitors. Unusual packaging sometimes requires spending consider- 
able resources not only on package design but also on making customers aware of the unique 
package and its benefits. Moreover, research suggests that uniquely shaped packages that 
attract attention are more likely to be perceived as containing a higher volume of product.” 


Multiple Packaging 


Rather than packaging a single unit of a product, marketers sometimes use twin-packs, tri- 
packs, six-packs, or other forms of multiple packaging. For certain types of products, multi- 
ple packaging may increase demand because it increases the amount of the product available 
at the point of consumption (e.g., in one’s house). It also may increase consumer acceptance 
of the product by encouraging the buyer to try the product several times. Multiple packag- 
ing can make products easier to handle, store, and increase consumption as in the case of the 
“cube,” which is a box of 24 to 30 12-ounce soft drinks sold in the summer when consump- 
tion of Coca-Cola, Pepsi, Sprite, and other beverages are higher. 


Handling-Ilmproved Packaging 


A product's packaging may be changed to make it easier to handle in the distribution channel— 
for example, by changing the outer carton or using special bundling, shrink-wrapping, or pal- 
lets. In some cases, the shape of the package is changed. Outer containers for products are some- 
times changed so that they will proceed more easily through automated warehousing systems. 


Labeling 


Labeling is very closely interrelated with packaging and is used for identification, promotional, 
informational, and legal purposes. Labels can be small or large relative to the size of the prod- 
uct and carry varying amounts of information. The sticker on a 
Chiquita banana, for example, is quite small and displays only 
the brand name of the fruit and perhaps a stock-keeping unit 
number. A label can be part of the package itself or a separate 
feature attached to the package. The label on a can of Coke is 
actually part of the can, whereas the label on a two-liter bottle 
of Coke is separate and can be removed. Information presented 
on a label may include the brand name and mark, the registered 
as such? trademark symbol, package size and content, product features, 


Marketing Debate 


The Great Salmon Controversy 


Issue: Should genetically modified salmon be labeled 


Consumers may soon see genetically modified meat on 
their dinner plates. The Food and Drug Administration 
(FDA) is considering whether to approve genetically 
modified Atlantic salmon that contain genes from other 
fish to make them grow quicker. So far they appear 

safe to eat, but critics believe that the salmon should 

be labeled to alert consumers. The FDA, however, 

only requires these types of labels for foods that are 
significantly different from the original product, which 
may not be the case here. Should genetically modified 
salmon be labeled? Or would such labeling unfairly imply 
that it is unsafe to consume?4 


nutritional information, potential presence of allergens, type and 
style of the product, number of servings, care instructions, direc- 
tions for use and safety precautions, the name and address of the 
manufacturer, expiration dates, seals of approval, and other facts. 

Labels can facilitate the identification of a product by dis- 
playing the brand name in combination with a unique graphic 
design. For example, Heinz ketchup is easy to identify on a 
supermarket shelf because the brand name is easy to read, and 
the label has a distinctive, crown-like shape. By drawing atten- 
tion to products and their benefits, labels can strengthen an 
organization's promotional efforts. Labels may contain pro- 
motional messages such as the offer of a discount or a larger 
package size at the same price or information about a new or 
improved product feature. 
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Several federal laws and regulations specify information that must be included on the labels 
of certain products. Garments must be labeled with the name of the manufacturer, country of 
manufacture, fabric content, and cleaning instructions. Labels on nonedible items such as sham- 
poos and detergents must include both safety precautions and directions for use. The Nutrition 
Labeling Act of 1990 requires the FDA to review food labeling and packaging, focusing on nutri- 
tion content, label format, ingredient labeling, food descriptions, and health messages. Any food 
product for which a nutritional claim is made must have nutrition labeling that follows a standard 
format. Food product labels must state the number of servings per container, serving size, num- 
ber of calories per serving, number of calories derived from fat, number of carbohydrates, and 
amounts of specific nutrients such as vitamins. In addition, new nutritional labeling requirements 
focus on the amounts of trans-fatty acids in food products. Beginning in 2012, meats will also be 
required to display labels that provide information on calories and fat.” Although consumers have » 
responded favorably to this type of information on labels, evidence as to whether they actually use 
it has been mixed. One study reported that 80 percent of American consumers claim to read food 
labels, yet 44 percent admitted to buying a product even when the information on the label indi- 
cated that it was less than healthy.** Food manufacturers are particularly aware of emerging health 
concerns and are promising trans-fat-free, low-sodium, and wheat-gluten-free products. 

The use of new technology in the production and processing of food has led to additional 
food labeling issues. The FDA now requires that a specific irradiation logo be used when 
labeling irradiated food products. In addition, the FDA has issued voluntary guidelines for 
food marketers to follow if they opt to label foods as being free of genetically modified organ- 
isms or to promote their biotech ingredients. 

Of concern to many manufacturers are the Federal Trade Commission’s (FTC) guidelines 
regarding “Made in U.S.A.” labels, a growing problem owing to the increasingly global nature 
of manufacturing. The FTC requires that “all or virtually all” of a product’s components be 
made in the United States if the label says “Made in U.S.A.” Although the FTC recently con- 
sidered changing its guidelines to read “substantially all,” it rejected this idea and maintains the 
“all or virtually all” standard. In light of this decision, the FTC ordered New Balance to stop 
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Perceived Quality and Value of Products Based on Country of Origin* 


“Made in U.S.A” “Made in Japan” “Made in Korea” | “Made in China” 


BBC : 
*Onascale ofl (low) to 5 (high). . : 
Source: “American Demographics 2006 Consumer Perception Survey,” Advertising Age, January 2, 2006, p. 9. Data by Synovate. ss 
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using the “Made in U.S.A.” claim on its athletic shoe labels because some components (rubber 
soles) are made in China. The “Made in U.S.A.” labeling issue has not been totally resolved. The 
FTC criteria for using “Made in U.S.A.” are likely to be challenged and subsequently changed.” 
Table 10.4 provides insight into just how important the “Made in U.S.A” label can be for 
both Americans and western Europeans. It includes assessments of both quality and value for 
U.S.A.-, Japan-, Korea-, and Chinese-origin labels. 


CHAPTER REVIEW 


Understand the concept of a product and how 
products are classified. 


A product is a good, a service, an idea, or any com- 
bination of the three received in an exchange. It 
can be either tangible or intangible and includes 
functional, social, and psychological utilities or 
benefits. When consumers purchase a product, 
they are buying the benefits and satisfaction they 
think the product will provide. 


Products can be classified on the basis of the 
buyer’s intentions. Consumer products are those 
purchased to satisfy personal and family needs. 
Business products are purchased for use in a 
firm’s operations, to resell, or to make other prod- 
ucts. Consumer products can be subdivided into 
convenience, shopping, specialty, and unsought 
products. Business products can be classified as 
installations, accessory equipment, raw materials, 
component parts, process materials, MRO sup- 
plies, and business services. 


Explain the concepts of product item, product 
line, and product mix, and understand how 
they are connected. 


A product item is a specific version of a product 
that can be designated as a distinct offering among 
an organization’s products. A product line is a 


group of closely related product items that are con- 
sidered a unit because of marketing, technical, or 
end-use considerations. The composite, or total, 
group of products that an organization makes 
available to customers is called the product mix. 
The width of the product mix is measured by the 
number of product lines the company offers. The 
depth of the product mix is the average number of 
different products offered in each product line. 


Understand the product life cycle and its 
impact on marketing strategies. 


The product life cycle describes how product items 
in an industry move through four stages: intro- 
duction, growth, maturity, and decline. The sales 
curve is at zero at introduction, rises at an increas- 
ing rate during growth, peaks during the maturity 
stage, and then declines. Profits peak toward the 
end of the growth stage of the product life cycle. 


Describe the product adoption process. 


When customers accept a new product, they usu- 
ally do so through a five-stage adoption process. 
The first stage is awareness, when buyers become 
aware that a product exists. Interest, the second 
stage, occurs when buyers seek information and are 
receptive to learning about the product. The third 
stage is evaluation; buyers consider the product’s 
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benefits and decide whether to try it. The fourth 
stage is trial; during this stage, buyers examine, 
test, or try the product to determine if it meets 
their needs. The last stage is adoption, when buyers 
actually purchase the product and use it whenever 
a need for this general type of product arises. 


Explain the value of branding and the major 
components of brand equity. 


A brand is a name, term, design, symbol, or any 
other feature that identifies one seller’s good or ser- 
vice and distinguishes it from those of other sell- 
ers. Branding helps buyers to identify and evaluate 
products, helps sellers to facilitate product intro- 
duction and repeat purchasing, and fosters brand 
loyalty. Brand equity is the marketing and finan- 
cial value associated with a brand’s strength. It 
represents the value of a brand to an organization. 
The four major elements underlying brand equity 
include brand name awareness, brand loyalty, per- 
ceived brand quality, and brand associations. 


Recognize the types of brands and how they 
are selected and protected. 


A manufacturer brand is initiated by a producer. 
A private distributor brand is initiated and owned 
by a reseller, sometimes taking on the name of 
the store or distributor. A generic brand indicates 
only the product category and does not include the 
company name or other identifying terms. When 
selecting a brand name, a marketer should choose 
one that is easy to say, spell, and recall and that 
alludes to the product’s uses, benefits, or special 
characteristics. Brand names can be devised from 
words, letters, numbers, nonsense words, or a com- 
bination of these. Companies protect ownership 
of their brands through registration with the U.S. 
Patent and Trademark Office. 


Identify two types of branding policies, and 
explain brand extensions, co-branding, and 
brand licensing. 


Individual branding designates a unique name 
for each of a company’s products. Family brand- 
ing identifies all of a firm’s products with a 
single name. A brand extension is the use of an 
existing name on a new or improved product 
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in a different product category. Co-branding is 
the use of two or more brands on one product. 
Through a licensing agreement and for a licens- 
ing fee, a firm may permit another organization 
to use its brand on other products. Brand licens- 
ing enables producers to earn extra revenue, 
receive low-cost or free publicity, and protect 
their trademarks. 


Describe the major packaging functions 
and design considerations as well as how 
packaging is used in marketing strategies. 


Packaging involves the development of a con- 
tainer and a graphic design for a product. 
Effective packaging offers protection, economy, 
safety, and convenience. It can influence a cus- 
tomer’s purchase decision by promoting features, 
uses, benefits, and image. When developing a 
package, marketers must consider the value to 
the customer of efficient and effective packaging, 
offset by the price the customer is willing to pay. 
Other considerations include how to make the 
package tamper resistant, whether to use multiple 
packaging and family packaging, how to design 
the package as an effective promotional tool, and 
how best to accommodate resellers. Packaging 
can be an important part of an overall marketing 
strategy and can be used to target certain market 
segments. Modifications in packaging can revive a 
mature product and extend its product life cycle. 
Producers alter packages to convey new features 
or to make them safer or more convenient. If a 
package has a secondary use, the product’s value to 
the consumer may increase. Category-consistent 
packaging makes products more easily recognized 
by consumers. Innovative packaging enhances a 
product’s distinctiveness. 


Understand the functions of labeling and 
selected legal issues. 


Labeling is closely interrelated with packag- 
ing and is used for identification, promotional, 
and informational and legal purposes. Various 
federal laws and regulations require that certain 
products be labeled or marked with warnings, 
instructions, nutritional information, manu- 
facturer’s identification, and perhaps other 
information. 
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ISSUES FOR DISCUSSION AND REVIEW 


le 


Is a personal computer sold at a retail store a con- 
sumer product or a business product? Defend your 
answer. 


How do convenience products and shopping prod- 
ucts differ? What are the distinguishing characteris- 
tics of each type of product? 


How does an organization’s product mix relate to 
its development of a product line? When should an 
enterprise add depth to its product line rather than 
width to its product mix? 


. How do industry profits change as a product moves 


through the four stages of its life cycle? 


. What are the stages in the product adoption pro- 


cess, and how do they affect the commercialization 


phase? 
How does branding benefit consumers and marketers? 


What is brand equity? Identify and explain the 
major elements of brand equity. 


8. 
9; 


10. 


ll. 


1, 


133 


14. 


15. 


What are the three major degrees of brand loyalty? 


Compare and contrast manufacturer brands, pri- 
vate distributor brands, and generic brands. 


Identify the factors a marketer should consider in 
selecting a brand name. 


What is co-branding? What major issues should be 


considered when using co-branding? 


Describe the functions a package can perform. 
Which function is most important? Why? 


What are the main factors a marketer should con- 
sider when developing a package? 


In what ways can packaging be used as a strategic 
tool? 


What are the major functions of labeling? 
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MARKETING APPLICATIONS 


1. Choose a familiar clothing store. Describe its prod- 
uct mix, including its depth and width. Evaluate 
the mix and make suggestions to the owner. 


2. Tabasco pepper sauce is a product that has entered 
the maturity stage of the product life cycle. Name 
products that would fit into each of the four stages 
(introduction, growth, maturity, and decline). 
Describe each product and explain why it fits in 
that stage. 


3. Generally, buyers go through a product adoption 
process before becoming loyal customers. Describe 
your experience in adopting a product you now use 
consistently. Did you go through all the stages? 


4. Identify two brands for which you are brand insis- 
tent. How did you begin using these brands? Why 
do you no longer use other brands? 


5. General Motors introduced the subcompact Geo 
with a name that appeals to a world market. Invent 
a brand name for a line of luxury sports cars that 
also would appeal to an international market. 
Suggest a name that implies quality, luxury, and 
value. 


6. For each of the following product categories, choose 
an existing brand. Then, for each selected brand, 


suggest a co-brand and explain why the co-brand 
would be effective. 

a. Cookies 

besa 

c. Long-distance telephone service 


d. A sports drink 


7. Identify a package that you believe to be inferior. 
Explain why you think the package is inferior, and 
discuss your recommendations for improving it. 


ONLINE EXERCISE 


8. In addition to providing information about the 
company’s products, Goodyear’s website helps 
consumers find the exact products they want and 
even directs them to the nearest Goodyear retailer. 
Visit the Goodyear site at http://www.goodyear 
com. 

a. How does Goodyear use its website to com- 
municate information about the quality of its 
tires? 

b. How does Goodyear’s website demonstrate 
product and design features? 

c. Based on what you learned at the website, 
describe what Goodyear has done to position 
its tires. 


DEVELOPING YOUR MARKETING PLAN 


Identifying the needs of consumer groups and develop- 
ing products that satisfy those needs is essential when 
creating a marketing strategy. Successful product devel- 
opment begins with a clear understanding of funda- 
mental product concepts. The product concept is the 
basis on which many of the marketing plan decisions 
are made. When relating the information in this chap- 
ter to the development of your marketing plan, con- 
sider the following: 


1. Using Figure 10.2 as a guide, create a matrix of the 
current product mix for your company. 


2. Discuss how the profitability of your product will 
change as it moves through each of the phases of the 
product life cycle. 


3. Create a brief profile of the type of consumer who is 
likely to represent each of the product adopter cat- 
egories for your product. 


4. Discuss the factors that could contribute to the fail- 
ure of your product. How will you define product 
failure? 


The information obtained from these questions 
should assist you in developing various aspects of your 
marketing plan found in the /nteractive Marketing Plan 
exercise at www.cengagebrain.com. 


VIDEO CASE 


The idea for New Belgium Brewing Company began with a bicy- 
cling trip through Belgium, where some of the world's finest ales 
have been brewed for centuries. As Jeff Lebesch, a U.S. electrical 
engineer, cruised around on a fat-tired mountain bike, he won- 
dered if he could produce such high-quality ales in his home state 
of Colorado. After returning home, Lebesch began to experiment 

in his Fort Collins basement. When his home-brewed experiments 
earned rave reviews from friends, Lebesch and his wife, Kim Jordan, 
opened New Belgium Brewing (NBB) in 1991. They named their first 
brew Fat Tire Amber Ale in honor of Lebesch’s biking adventure. 


Although the overall craft-brewing industry has done well in 
recent years, with sales growing steadily even during the recent 
economic downturn, NBB has done even better. Today, NBB is a 
successful $100 million company with products in 26 states. The 
entrepreneurial company has steadily expanded its distribution 
throughout the western United States, partnering with regional 
breweries to produce and sell its fresh-brewed beers in local 
communities farther and farther from its Colorado headquarters. 


The standard product line includes Sunshine Wheat, Blue Paddle 
Pilsner, Abbey Ale, Mothership Wit, Trippel, Ranger IPA, 1554 Black 
Ale, and the firm's best-seller, the original Fat Tire Amber Ale. 

NBB also markets seasonal beers, such as Frambozen, released at 


Thanksgiving and Christmas, and Hoptober, sold during the early fall. 


The firm occasionally offers one-time-only brews—such as LaFolie, a 
wood-aged beer—that are sold only until the batch runs out. 


To reinforce the firm’s commitment to old-fashioned brewing 
quality, NBB’s packaging and labels evoke a touch of nostalgia. 
The Fat Tire label, for example, features an old-style cruiser bike 
with wide tires, a padded seat, and a basket hanging from the 
handlebars. The label and packaging designs were created by 
the same watercolor artist, Jeff Lebesch’s next-door neighbor. 


NBB prices its beers to reflect high quality and set the products 
apart from those of more widely available brands such as Coors 
and Budweiser. This pricing strategy conveys the message that 
the products are special but also keeps them competitive with 
other microbrews, such as Pete’s Wicked Ale and Sierra Nevada. 
To demonstrate its appreciation for its retailers and business 
partners, NBB does not sell beer to consumers on-site at the 
brewhouse for less than the retailers charge. 


Since its founding, NBB’s most effective promotion has been via 
word-of-mouth communication by customers devoted to the 
brand. The company initially avoided mass advertising, relying 
instead on small-scale, local promotions, such as print advertise- 
ments in alternative magazines, participation in local festivals, 
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and sponsorship of alternative sports events. Through event 
sponsorships, such as the Tour de Fat, NBB has raised thousands 
of dollars for various environmental, social, and cycling nonprofit 
organizations. The company is also a member of 1 Percent for 
the Planet, donating 1 percent of its annual sales revenue to 
environmental-protection groups around the world. 


With expanding distribution, however, the brewery recognized a 
need to connect more effectively with a far-flung customer base. 
NBB’s top management consulted with Dr. David Holt, an Oxford 
professor and branding expert. After studying the fast-growing 
company, Holt, together with NBB’s marketing director, drafted 
a 70-page “manifesto” describing the brand’s attributes, char- 
acter, cultural relevancy, and promise. In particular, Holt identi- 
fied an ethos of pursuing creative activities simply for the joy of 
doing them well and in harmony with the natural environment. 


With the brand thus defined, New Belgium went in search of ways 
to market its new brand identity. It has invested in a variety of 
media, both traditional and nontraditional. One of New Belgium's 
more whimsical advertising campaigns was its promotion of its 
new brand, Ranger IPA ale. During the campaign, the NBB sales 
force was sent out in tan-and-olive “ranger” uniforms riding bicycles 
instead of horses. Additionally, NBB took out traditional advertise- 
ments in Wired and Rolling Stone. However, it also went the non- 
traditional route by launching a microsite for promotional purposes. 
The microsite featured a video of a hip-hop number performed 

by the NBB rangers to promote the new beer. The site included a 
“Ranger Yourself?” function that allowed visitors to place their head- 
shots on a Ranger's body and upload them to their walls. The ad 
helped position the growing brand as hip and whimsical. In addi- 
tion to advertising, the company promotes its brand by sponsoring 
bicycle tours and engaging customers and employees in online 
conversations via social media such as Twitter, Facebook, and blogs. 


NBB’s mission is: “To operate a profitable brewery which makes 
our love and talent manifest.” From top-quality brewing to a 
strong belief in giving back to the local and global community, 
the company reinforces the positive qualities that make its 
brand so successful every day. 


QUESTIONS FOR DISCUSSION 


1. What has New Belgium Brewing done to increase brand rec- 
ognition and brand preference? 


2. How is New Belgium Brewing using packaging to support 
its brand image? 


Assess New Belgium's brand equity in terms of awareness, 
quality, associations, and loyalty. 


© Russell Kord/Alamy 


Home Depot Embraces Technology 
to Improve Service 


Home Depot's customer service rankings have varied over the years. Although 
opinions on the home improvement retailer differ, they seem to agree that 
until recently Home Depot has not had the best technology to manage its 
product inventory. While the company focused on opening new stores at an 
accelerated rate, employees were using antiquated computers to manage 
consumer purchasing activities. The company did not allow customers to 
order goods online and pick them up at stores as Lowe’s computer network 
allowed. In 2010, Home Depot's online sales amounted to only 1.5 percent of 
overall sales. Even though Home Depot remained popular with contractors, it 
had lost the tech-savvy crowd to rival Lowe's. Tired of lagging behind, Home 
Depot is ready to improve its technological reputation for customer service. 

In a rush to innovate, Home Depot has released an iPhone app (ahead 
of Lowe’s) and invested $64 million in First Phone. This device displaces 
the ancient computers on carts, allowing employees to manage inventory, 
contact different locations, communicate with in-store personnel, and print 
labels. Essentially, it improves customer service by speeding up response 
time. Homedepot.com has also received a makeover, creating better navi- 
gation and new customer service offerings such as live chat. These days, 
almost 50 percent of do-it-yourselfers research and plan online. Home Depot 
is attempting to reach them by improving services and launching an online 
do-it-yourself community. 

As the company progresses technologically, it must also remember 
its more old-fashioned customers who prefer quality in-store service. It is 
all about striking the right balance and making sure its target markets are 
served. | 
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Goods 


and Services 


OBJECTIVES: 


1 


Understand how companies 
manage existing products through 
line extensions and product 
modifications. 


Describe how businesses develop 
a product idea into a commercial 
product. 


Know the importance of product 
differentiation and the elements 
that differentiate one product 
from another. 


Explain product positioning and 
repositioning. 


Understand how product deletion 
is used to improve product mixes. 


Understand the characteristics 

of services and how these 
characteristics present challenges 
when developing marketing mixes 
for service products. 


Be familiar with organizational 
structures used for managing 
products. 
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3 be provide products that satisfy target markets and achieve the firm’s objectives, a marketer 
must develop, alter, and maintain an effective product mix. An organization’s product mix 
may require adjustment for a variety of reasons. Because customers’ attitudes and product prefer- 
ences change over time, their desire for certain products may wane. Coca-Cola, for example, has 
seen sales of its traditional carbonated beverages decline as consumers seek alternatives to corn 
syrup and artificial sweeteners, because consumers have increasingly negative opinions of both. 
Thus, the company partnered with Cargill to create TRUVIA, a sweetener derived from the 
Stevia plant. The resulting product is low in calories and has initially been marketed to active 
teens and young adults.” Coke also introduced NESTEA Red Tea Pomegranate Passion Fruit 
(red tea is a touted source of antioxidants) and Odwalla Reduced Calorie Quenchers (sweet- 
ened with TRUVIA and organic evaporated cane juice). In some cases, a company needs to 
alter its product mix for competitive reasons. A marketer may have to delete a product from the 
mix because a competitor dominates the market for that product. Similarly, a firm may have to 
introduce a new product or modify an existing one to compete more effectively. A marketer may 
expand the firm’s product mix to take advantage of excess marketing and production capacity. 
In this chapter we examine several ways to improve an organization's product mix. First, 
we discuss managing existing products through effective line extension and product modifica- 
tion. Next, we examine the stages of new-product development. Then we go on to discuss the 
ways companies differentiate their products in the marketplace and follow with a discussion 
of product positioning and repositioning. Next, we examine the importance of deleting weak 
products and the methods companies use to eliminate them. Then we explore the characteristics 
of services as products and how these services’ characteristics affect the development of market- 
ing mixes for services. Finally, we look at the organizational structures used to manage products. 


Managing Existing Products 


ine extension 


An organization can benefit by capitalizing on its existing products. By assessing the compo- 
sition of the current product mix, a marketer can identify weaknesses and gaps. This analy- 
sis then can lead to improvement of the product mix through line extensions and product 
modifications. 


LINE EXTENSIONS 


A line extension is the development of a prod- 
uct closely related to one or more products 
in the existing product line but designed spe- 
cifically to meet somewhat different customer 
needs. For example, the 2011 Porsche Cayenne 
S Hybrid V-1 can drive short distances using 
electric power but at high speeds can switch to 
gas and match the power of a V-8 engine. This 
product extension of the Cayenne model pro- 
vides an added benefit of fuel economy with- 
out compromising the performance that is a 
hallmark of the brand. 

Many of the so-called new products intro- 
duced each year are, in fact, line extensions. 
Line extensions are more common than new 
products because they are a less expensive, 
lower-risk alternative for increasing sales. 
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Line Extensions 
Opti-Free Express and Replenish are line extensions of the traditional 
Opti-Free contact solution product. 
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A line extension may focus on a different market segment or may be an attempt to increase 
sales within the same market segment by more precisely satisfying the needs of people in that 
segment. SunnyRidge Farm, for example, extended its successful line of produce by launch- 
ing a line of organic blueberry products.’ Line extensions are also used to take market share 
from competitors. For instance, the Ford Fusion Hybrid is a product line extension that was 
designed to compete directly with the Toyota Prius. 

However, one side effect of employing a line extension is that it may result in a more 
negative evaluation of the core product. To avoid negative evaluations of its core product, 
Diamond Food Inc., known for its culinary nuts, chose to launch a new product line 
of Emerald Snack Nuts. It also acquired Pop Secret microwavable popcorn and Kettle 
potato chips. The snack line was advertised as a premium brand for healthy on-the-go 
convenience.“ 


Propuctr MopIFICATIONS 


Product modification means changing one or more characteristics of a product. A product 
modification differs from a line extension because the original product does not remain in 
the line. For example, automakers use product modifications annually when they create new 
models of the same brand. Once the new models are introduced, the manufacturers stop 
producing last year’s model. Like line extensions, product modifications entail less risk than 
developing new products. 

Product modification can indeed improve a firm’s product mix, but only under certain 
conditions. First, the product must be modifiable. Second, customers must be able to per- 
ceive that a modification has been made. Third, the modifica- 
tion should make the product more consistent with customers’ 
desires so that it provides greater satisfaction. One drawback 
to modifying a successful product is that the consumer who 
had experience with the original version of the product may 
view a modified version as a riskier purchase.’ There are three 


product mo 


Marketing Debate 


major ways to modify products: quality, functional, and aes- 
thetic modifications. 


Quality Modifications 


Quality modifications are changes relating to a product’s 
dependability and durability. The changes usually are exe- 
cuted by altering the materials or the production process. 
For instance, for a service, such as a sporting event or air 
travel, quality modifications may involve enhancing the 
emotional experience that makes the consumer passionate 
and loyal to the brand. 

Reducing a product’s quality may allow an organization 
to lower its price and direct the item at a different target mar- 
ket. In contrast, increasing the quality of a product may give 
a firm an advantage over competing brands. Higher quality 
may enable a company to charge a higher price by creating 
customer loyalty and lowering customer sensitivity to price. 
However, higher quality may require the use of more expen- 
sive components and processes, thus forcing the organization 
to cut costs in other areas. Some firms, such as Caterpillar, are 
finding ways to increase quality while reducing costs. 


Gillette’s Target Market 
Criticizes Upgrades 


ISSUE: /s Gillette embracing innovation at the expense 
of customer satisfaction? 


Since the 1970s, Gillette has modified its razor products 
by increasing the number of blades to create a smoother 
shave. Its newest innovation touts improved blade 
suspension systems and better handles. However, rather 
than embracing these product modifications, many men 
are drawing the line. These men go to great lengths to 
avoid purchasing new razors, preferring single blades 
and lower prices. Tired of having to purchase upgrades, 
more men are stockpiling blades designed for older 
razors. Others are arguing that Gillette ought to return to 
a single blade. They feel like these improved razors are 
more hype than anything else. Should Gillette continue 
to modify its razors, or go back to selling a simpler 
product?? 
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Functional Modifications 

Changes that affect a product’s versatility, effectiveness, 
convenience, or safety are called functional modifica- 
tions; they usually require that the product be redesigned. 
Product categories that have undergone considerable func- 
tional modification include office and farm equipment, 
appliances, cleaning products, and telecommunications 
services. For example, Sub-Zero modified its refrigera- 
tors with dual compressors. This feature allows for inde- 
pendent climate control of different compartments in the 
unit. The functional benefit is fresher food. 

Functional modifications can make a product useful 
should be my opponent, © 7 = to more people and thus enlarge its market. Research in 


3 


not sensitive Motion, for example, created the slide-down key pad in an 

shine effort to blur the line between touchscreen and key pad.° 
Companies can place a product in a favorable competitive 
position by providing benefits that competing brands do 
not offer. They can also help an organization achieve and 


Faimascreuipectirincncs maintain a progressive image. Finally, functional modifi- 


even on Sensitive skin. cations are sometimes made to reduce the possibility of 


ed by 


product liability lawsuits. 
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Aesthetic Modifications 


Aesthetic modifications change the sensory appeal of 
a product by altering its taste, texture, sound, smell, or 
Product Modifications appearance. A buyer making a purchase decision is swayed 


Razors like the Gillette Fusion are often modified to respond to by how a product looks, smells, tastes, feels, or sounds. 
customer issues, such as sensitive skin. 


Courtesy of the Advertising Archives 


Thus, an aesthetic modification may strongly affect pur- 

chases. The fashion industry relies heavily on aesthetic 
modifications from season to season. For example, Prada clothing, handbags, and perfumes 
are leaders in the haute couture industry. In order to maintain its reputation for the utmost 
level of quality and style, the company performs aesthetic modifications on its products regu- 
larly. This ensures that Prada maintains its reputation for cutting-edge design and quality. In 
addition, aesthetic modifications attempt to minimize the amount of illegal product coun- 
terfeiting that occurs through constant change in design and quality. 

Aesthetic modifications can help a firm differentiate its product from competing brands 
and thus gain a sizable market share. The major drawback in using aesthetic modifications is 
that their value is determined subjectively. Although a firm may strive to improve the prod- 
uct’s sensory appeal, customers actually may find the modified product less attractive. 


enol Developing New Products 

modifications 

A firm develops new products as a means of enhancing its product mix and adding depth to a 
product line. However, developing and introducing new products is frequently expensive and 
risky. For instance, Microsoft’s Vista operating system launched to lackluster reviews and abun- 
dant problems, causing many PC users to refuse to upgrade from Microsoft’s XP. Microsoft 
responded to the negative reviews by creating Windows 7, which was formulated as a replace- 


ment to Vista. As we discussed in the previous chapter, new-product failures occur frequently and 
can create major financial problems for organizations, sometimes even causing them to go out of 
business. Failure to introduce new products is also risky. General Motors lost market share and 
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entered bankruptcy due, in part, to failing to innovate and stay in touch with what competitors 
were producing and what consumers wanted.’ By eliminating several product lines and creating 
new products, General Motors worked to make its products more aligned with consumer desires. 

The term new product can have more than one meaning. A genuinely new product offers 
innovative benefits. For example, Spanx (a line of popular slimming undergarments for women 
known for its popularity on the red carpet) recently launched a line of slimming undershirts 
for men. Although they look like T-shirts, they are said to slim the torso and make wearers 
look more physically fit.8 But products that are different and distinctly better are often viewed 
as new. For instance, Procter & Gamble credits a new design and product lineup with saving 
its Herbal Essence brand from extinction. These design overhauls revitalized the product and 
enabled Herbal Essence to more effectively compete against its rivals LOreal and Unilever.” 
Some product innovations of the past 30 years include Post-it Notes, fax machines, cell phones, 
personal computers, personal digital assistants (PDAs), digital music players, satellite radio, 
and digital video recorders. A new product can be an innovative product that has never been 
sold by any organization, such as the digital camera when it was introduced for the first time. 
A radically new product involves a complex developmental process, including an extensive 
business analysis to determine the potential for success.'? Sometimes, the business analysis does 
not accurately depict consumer demand for the product. Satellite radio has struggled to find a 
strong market, and both XM and Sirius failed to have adequate market share for the two direct 
competitors. Therefore, Sirius acquired XM in order to find a profitable market share. 

A new product can also be a product that a given firm has not marketed previously, 
although similar products have been available from 
other companies. When Denver-based Russian coffee 
company DAZBOG introduced tea, it was a new prod- 
uct line with 25 varieties of full leaf teas and herbal infu- 
sions.'! Finally, a product can be viewed as new when it 
is brought to one or more markets from another mar- 
ket. For example, when Daimler brought its Smart Car 
to the United States, it was viewed as a new product, 
although the Smart had been out in Europe for years.'” 
Before a product is introduced, it goes through the 
seven phases of the new-product development process 
shown in Figure 11.1: (1) idea generation, (2) screening, 
(3) concept testing, (4) business analysis, (5) product 
development, (6) test marketing, and (7) commercial- 
ization. A product may be dropped—and many are—at 
any stage of development. In this section, we look at 
the process through which products are developed from 
idea inception to fully commercialized product. 


IDEA GENERATION 


Businesses and other organizations seek product ideas 
that will help them to achieve their objectives. This activ- 
ity is idea generation. The fact that only a few ideas are 
good enough to be successful commercially underscores 
the challenge of the task. Although some organizations 
get their ideas almost by chance, firms that try to man- 
age their product mixes effectively usually develop sys- 
tematic approaches for generating new-product ideas. 
At the heart of innovation is a purposeful, focused effort 
to identify new ways to serve a market. 
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New-product ideas can come from ‘several sources. They may come from internal 
sources—marketing managers, researchers, sales personnel, engineers, or other organizational 
personnel. Brainstorming and incentives or rewards for good ideas are typical intrafirm devices 
for stimulating development of ideas. For example, the idea for 3M Post-it Notes came from 
an employee. As a church choir member, he used slips of paper to mark songs in his hymnal. 
Because the pieces of paper fell out, he suggested developing an adhesive-backed note. 

In the restaurant industry, ideas may come from franchisees. At McDonald’, for example, fran- 
chise owners invented the Big Mac and the Egg McMuffin. Today, new McDonald's product ideas 
often come from corporate chef Dan Coudreaut, who developed the fast-food giant’s snack wrap.” 

New-product ideas also may arise from sources outside the firm, such as customers, com- 
petitors, advertising agencies, management consultants, and research organizations. Procter 
& Gamble gets 35 percent of its ideas from inventors and outside consultants.'* Consultants 
are often used as sources for stimulating new-product ideas. For example, Fahrenheit 
212 serves as an “idea factory” that provides ready-to-go product ideas, including market 
potential analysis for major Fortune 500 firms including Campbell’s, Best Buy, Citibank, 
Coca-Cola, Samsung, Adidas, and P&G, to name a few.’” When outsourcing new-product 
development activities to outside organizations, the best results are achieved from spelling 
out the specific tasks with detailed contractual specifications. Asking customers what they 
want from products and organizations has helped many firms become successful and remain 
competitive. Today, marketers are using online social networking sites such as quirky.com 
and crowdspring.com to communicate with customers and to gather new product ideas. 


SCREENING 


In the process of screening, the ideas with the greatest potential are selected for further 
review. During screening, product ideas are analyzed to determine whether or not they match 
the organization’s objectives and resources. If a product idea results in a product similar to 
the firm’s existing products, marketers must assess the degree to which the new product 
could cannibalize the sales of current products. The company’s overall abilities to produce 
and market the product are also analyzed. Other aspects of an idea to be weighed are the 
nature and wants of buyers and possible environmental changes. At times, a checklist of 
new-product requirements is used when making screening decisions. This practice encour- 
ages evaluators to be systematic and thus reduces the chances of overlooking some pertinent 
fact. For instance, service organizations such as CNN have to screen ideas for new shows and 
hosts, which are their products. As CNN ratings began to drop, the network brought in new 
hosts such as Piers Morgan to replace Larry King.'° Compared with other phases, the greatest 
numbers of new-product ideas are rejected during the screening phase. 


ConceEPT TESTING 


To evaluate ideas properly, it may be necessary to test product concepts. In concept testing, 
a small sample of potential buyers is presented with a product idea through a written or oral 
description (and perhaps a few drawings) to determine their attitudes and initial buying 
intentions regarding the product. For a single product idea, an organization can test one or 
several concepts of the same product. Concept testing is a low-cost procedure that allows a 
company to determine customers’ initial reactions to a product idea before it invests con- 
siderable resources in research and development. Input from online communities also may 
be beneficial in the product development process.’ The results of concept testing can help 
product development personnel better understand which product attributes and benefits are 
most important to potential customers. 

Figure 11.2 shows a concept test for a proposed tick and flea control product. Notice that 
the concept is briefly described and then a series of questions is presented. The questions vary 
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considerably depending on the type of product being tested. Typical questions include the fol- 
lowing: In general, do you find this proposed product attractive? Which benefits are especially 
attractive to you? Which features are of little or no interest to you? Do you feel that this pro- 
posed product would work better for you than the product you currently use? Compared with 
your current product, what are the primary advantages of the proposed product? If this product 
were available at an appropriate price, would you buy it? How often would you buy this prod- 
uct? How could this proposed product be improved? 


BusINEss ANALYSIS 


During the business analysis stage, the product idea is evaluated to determine its potential 
contribution to the firm’s sales, costs, and profits. In the course of a business analysis, evalu- 
ators ask various questions: Does the product fit with the organization’s existing product 
mix? Is demand strong enough to justify entering the market, and will the demand endure? 
What types of environmental and competitive changes can be expected, and how will these 
changes affect the product’s future sales, costs, and profits? Are the organization’s research, 
development, engineering, and production capabilities adequate to develop the product? If 
new facilities must be constructed, how quickly can they be built, and how much will they 
cost? Is the necessary financing for development and commercialization on hand or obtain- 
able at terms consistent with a favorable return on investment? 

In the business analysis stage, firms seek market information. The results of consumer 
polls, along with secondary data, supply the specifics needed to estimate potential sales, 
costs, and profits. For many products in this stage (when they are still just product ideas), 
forecasting sales accurately is difficult. This is especially true for innovative and completely 
new products. Organizations sometimes employ breakeven analysis to determine how many 
units they would have to sell to begin making a profit. At times, an organization also uses 
payback analysis, in which marketers compute the time period required to recover the funds 
that would be invested in developing the new product. Because breakeven and payback anal- 
yses are based on estimates, they are usually viewed as useful but not particularly precise tools. 
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11.2 Concept Test for a Flea and Tick Control Product 


Product description 

An insecticide company is considering the development and introduction of a new tick and flea 
control product for pets. This product would consist of insecticide and a liquid-dispensing brush. _ 
for applying the insecticide to dogs and cats. The insecticide is in a cartridge that is installed in the ee 
handle of the brush. The insecticide is dispensed through the tips of the bristles when they touch the 
pet's skin (which is where most ticks and fleas are found). The actual dispensing works very much 
like a felt-tip pen. Only a small amount of insecticide actually is dispensed on the pet because of this 
unique dispensing feature. Thus, the amount of insecticide that is placed on your pet is minimal 
compared to conventional methods of applying a tick and flea control product. One application of — 
insecticide will keep your pet free from ticks and fleas for 14 days. oe 


Please answer the following questions: 


1. In general, how do you feel about using this type of product on your pet? 


2. What are the major advantages of this product compared with the existing product that you are 
currently using to control ticks and fleas on your pet? 


3. What characteristics of this product do you especially like? 
What suggestions do you have for improving this product? 
5. If it is available at an appropriate price, how likely are you to buy this product? 
Very likely Semi-likely Not likely 
6. Assuming that a single purchase would provide 30 applications for an average-size dog or 48 
applications for an average-size cat, approximately how much would you pay for this product? 
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Example of a New 
Product 

Mitsuoka Motors offers a 
prototype of a new electric 
vehicle. 
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Propuct DEVELOPMENT 


Product development is the phase in which the organization determines if it is technically 
feasible to produce the product and if it can be produced at costs low enough to make the 
final price reasonable. To test its acceptability, the idea or concept is converted into a pro- 
totype, or working model. The prototype should reveal tangible and intangible attributes 
associated with the product in consumers’ minds. The product’s design, mechanical features, 
and intangible aspects must be linked to wants in the marketplace. Through marketing 
research and concept testing, product attributes that are important to buyers are identified. 
These characteristics must be communicated to customers through the design of the prod- 
uct. GreenTech Automotive, for example, has developed a series of hybrid prototypes meant 
to appeal to consumers looking for efficient hybrid vehicles. 

After a prototype is developed, its overall functioning must be tested. Its performance, 
safety, convenience, and other functional qualities are tested both in a laboratory and in the 
field. Functional testing should be rigorous and lengthy enough to test the product thor- 
oughly. Manufacturing issues that come to light at this stage may require adjustments. When 
Nintendo and Opera Software partnered on the Wii, Nintendo engineers had to come up 
with many prototypes before the two companies could agree on a final version. 

A crucial question that arises during product development is how much quality to build 
into the product. For example, a major dimension of quality is durability. Higher quality 
often calls for better materials and more expensive processing, which increase production 
costs and, ultimately, the product’s price. In determining the specific level of quality, a mar- 
keter must ascertain approximately what price the target market views as acceptable. In addi- 
tion, a marketer usually tries to set a quality level consistent with that of the firm’s other 
products. Obviously, the quality of competing brands is also a consideration. 

The development phase of a new product is frequently lengthy and expensive; thus a 
relatively small number of product ideas are put into development. If the product appears 
sufficiently successful during this stage to merit test marketing, then, during the latter part 
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of the development stage, marketers begin to make decisions regarding branding, packaging, 
labeling, pricing, and promotion for use in the test marketing stage. 


Test MARKETING 


A limited introduction of a product in geographic areas chosen to represent the intended mar- 
ket is called test marketing. Taco Bell, for example, conducted a market test of a breakfast 
menu in 13 of its Texas locations.'* The aim of test marketing is to determine the extent to 
which potential customers will buy the product. Test marketing is not an extension of the devel- 
opment stage; it is a sample launching of the entire marketing mix. Test marketing should be 
conducted only after the product has gone through development and initial plans regarding 
the other marketing mix variables. Companies use test marketing to lessen the risk of product 
failure. The dangers of introducing an untested product include undercutting already profitable 
products and, should the new product fail, loss of credibility with distributors and customers. 
Test marketing provides several benefits. It lets marketers expose a product in a natural mar- 
keting environment to measure its sales performance. The company can strive to identify weak- 
nesses in the product or in other parts of the marketing mix. A product weakness discovered after 
a nationwide introduction can be expensive to correct. Moreover, if consumers’ early reactions 
are negative, marketers may be unable to persuade consumers to try the product again. Thus, 
making adjustments after test marketing can be crucial to the success of a new product. On the 
other hand, test marketing results may be positive enough to warrant accelerating the product's 
introduction. Test marketing also allows marketers to experiment with variations in advertis- 
ing, pricing, and packaging in different test areas and to measure the extent of brand awareness, 
brand switching, and repeat purchases resulting from these alterations in the marketing mix. 
Selection of appropriate test areas is very important because the validity of test mar- 


ket results depends heavily on selecting test sites that provide accurate representations of 
the intended target market. The top 10 most often used U.S. test market cities appear in 
Table 11.1. The criteria used for choosing test cities depend on the product’s attributes, the 
target market’s characteristics, and the firm’s objectives and resources. 


Rank City 

1 Albany, New York 

2 Rochester, New York 

3 Greensboro, North Carolina 

4 Birmingham, Alabama 

5 Syracuse, New York 

6 Charlotte, North Carolina 2 
: 7 Nashville, Tennessee a 
a 8 Eugene, Oregon 
es 
& 9 Wichita, Kansas es 
: 10 Richmond, Virginia 
: Source: “Which American City Provides the Best Consumer Test Market?” Business Wire, May 24, 2004. 
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During early stages of commercialization, a product is often 
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Test marketing is not without risks. It is expensive, and competitors may try to interfere. 
A competitor may attempt to “jam” the test program by increasing its own advertising or 
promotions, lowering prices, and offering special incentives, all to combat the recognition 
and purchase of the new brand. Any such tactics can invalidate test results. Sometimes, too, 
competitors copy the product in the testing stage and rush to introduce a similar product. 
This is the time to conduct research to identify issues that might drive potential customers to 
market-leading competitors instead.!” It is desirable to move to the commercialization phase 
as soon as possible after successful testing. On the other hand, some firms have been known 
to promote new products heavily long before they are ready for the market to discourage 
competitors from developing similar new products. 

Because of these risks, many companies use alternative methods to measure customer 
preferences. One such method is simulated test marketing. Typically, consumers at shopping 
centers are asked to view an advertisement for a new product and are given a free sample 
to take home. These consumers are interviewed subsequently over the phone and asked to 
rate the product. The major advantages of simulated test marketing are greater speed, lower 
costs, and tighter security, which reduce the flow of information to competitors and reduce 
jamming. Gillette’s Personal Care Division, for example, spends less than $200,000 for a 
simulated test that lasts three to five months. A live test market costs Gillette $2 million, 
counting promotion and distribution, and takes one to two years to complete. Several mar- 
keting research firms, such as ACNielsen Company, offer 
test marketing services to provide independent assessment 
of proposed products. 

Clearly, not all products that are test marketed are 
launched. At times, problems discovered during test mar- 
keting cannot be resolved. Procter & Gamble, for example, 
test-marketed a new plastic wrap product called Impress in 
Grand Junction, Colorado, but decided not to launch the 
brand nationally based on the results of test marketing. 


COMMERCIALIZATION 


During the commercialization phase, plans for full-scale 
manufacturing and marketing must be refined and settled 
and budgets for the project prepared. Early in the com- 
mercialization phase, marketing management analyzes the 
results of test marketing to find out what changes in the 
marketing mix are needed before the product is introduced. 
The results of test marketing may tell marketers to change 
one or more of the product’s physical attributes, modify the 
distribution plans to include more retail outlets, alter pro- 
motional efforts, or change the product’s price. However, 
as more and more changes are made based on test market- 
ing findings, the test marketing projections may become 
less valid. 

During the early part of this stage, marketers not only 
must gear up for larger-scale production but also must 
make decisions about warranties, repairs, and replace- 
ment parts. The type of warranty a firm provides can be 
a critical issue for buyers, especially for expensive, techni- 
cally complex goods such as appliances or frequently used 
items such as mattresses. Tempur-Pedic mattresses offer a 
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90-day, no-risk, in-home trial of their innovative mattresses. If, after 90 days, the customer 
is not satisfied, the retailer will pick up the mattress for a modest return fee. Maytag also 
provides a money-back guarantee on its refrigerators. Establishing an effective system for 
providing repair services and replacement parts is necessary to maintain favorable customer 
relationships. Although the producer may furnish these services directly to buyers, it is 
more common for the producer to provide such services through regional service centers. 
Regardless of how services are provided, it is important to customers that they be per- 
formed quickly and correctly. 

The product enters the market during the commercialization phase. When introducing a 
product, a firm may spend enormous sums for advertising, personal selling, and other types 
of promotion, as well as for plant and equipment. Such expenditures may not be recovered 
for several years. Smaller firms may find this process difficult, but even so, they may use press 
releases, blogs, podcasts, and other tools to capture quick feedback as well as promote the 
new product. Another low-cost promotional tool is product reviews in newspapers and mag- 
azines, which can be especially helpful when they are positive and target the same customers. 

Products are not usually launched nationwide overnight but are introduced through a 
process called a rollout. Through a rollout, a product is introduced in stages, starting in one 
geographic area and gradually expanding into adjacent areas. For instance, Starbucks intro- 
duced its 31-ounce cup in the South and Southwest before introducing it into the rest of 
the country.”” It may take several years to market the product nationally. Sometimes, the test 
cities are used as initial marketing areas, and introduction of the product becomes a natural 
extension of test marketing. A product test marketed in Albany, New York, Birmingham, 
Alabama, Eugene, Oregon, and Wichita, Kansas, could be introduced first in those cities. 
After the stage 1 introduction is complete, stage 2 could include market coverage of the states 
where the test cities are located. In stage 3, marketing efforts might be extended into adjacent 
states. All remaining states then would be covered in stage 4. Figure 11.3 demonstrates these 
four stages of commercialization. 
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Gradual product introductions do not always occur state by state; other geographic com- 
binations, such as groups of counties that cross state borders, are sometimes used. Products 
destined for multinational markets also may be rolled out one country or region at a time. 
For instance, Sky Zone (a company marketing locations filled with giant trampolines on 
which people can pay to play dodge ball, take fitness classes, or simply jump around for 
$9 per hour) first opened in Las Vegas, Nevada. After realizing success there, the company 
tested in St. Louis and Sacramento. It announced plans to unveil locations in Houston, 
Boston, Chicago, and Los Angeles as well.*'! Gradual product introduction is desirable for 
several reasons. It reduces the risks of introducing a new product. If the product fails, the firm 
will experience smaller losses if it introduced the item in only a few geographic areas than 
if it marketed the product nationally. Furthermore, a company cannot introduce a product 
nationwide overnight because a system of wholesalers and retailers necessary to distribute the 
product cannot be established so quickly. The development of a distribution network may 
take considerable time. Also, the number of units needed to satisfy national demand for a 
successful product can be enormous, and a firm usually cannot produce the required quanti- 
ties in a short time. Finally, gradual introduction allows for fine-tuning of the marketing mix 
to better satisfy target customers. Procter & Gamble, for example, originally conceived of 
Febreze deodorizer as a fabric-care product, but over time, the company’s view of the highly 
successful brand evolved into an air-freshening line because that is how consumers indicated 
they were using it.”* 

Despite the good reasons for introducing a product gradually, marketers realize that this 
approach creates some competitive problems. A gradual introduction allows competitors to 
observe what the firm is doing and to monitor results, just as the firm’s own marketers are 
doing. If competitors see that the newly introduced product is successful, they may quickly 
enter the same target market with similar products. In addition, as a product is introduced 
region by region, competitors may expand their marketing efforts to offset promotion of the 
new product. 


Product Differentiation 
through Ouality, Design, 
and Support Services 


Some of the most important characteristics of products are the elements that distinguish 
them from one another. Product differentiation is the process of creating and designing 
products so that customers perceive them as different from competing products. Customer 
perception is critical in differentiating products. Perceived differences might include quality, 
features, styling, price, and image. A crucial element used to differentiate one product from 
another is the brand. In this section, we examine three aspects of product differentiation 
that companies must consider when creating and offering products for sale: product quality, 
product design and features, and product support services. These aspects involve the com- 
pany’s attempt to create real differences among products. Later in this chapter, we discuss 
how companies position their products in the marketplace based on these three aspects. 


PropucT QUALITY 


Quality refers to the overall characteristics of a product that allow it to perform as 
expected in satisfying customer needs. The words as expected are very important to 
this definition because quality usually means different things to different customers. 
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For some, durability signifies quality. Among the most 
durable products on the market today is the Craftsman 
line of tools at Sears; indeed, Sears provides a lifetime 
guarantee on the durability of its tools. Similarly in the 
household market, Cutco provides a lifetime warranty 
on their high-quality line of knives and cutlery. For 
other consumers, a product’s ease of use may indicate 
quality. 

The concept of quality also varies between consumer 
and business markets. For business markets, technical 
suitability, ease of repair, and company reputation are 
important characteristics. Unlike consumers, most busi- 
nesses place far less emphasis on price than on product 
quality. 

One important dimension of quality is level of quality, 
the amount of quality a product possesses. The concept 
is a relative one because the quality level of one product 
is difficult to describe unless it is compared with that of 
other products. The American Customer Satisfaction 
Index, compiled by the National Quality Research Center 
at the University of Michigan, ranks customer satisfaction 
among a wide variety of businesses. Dissatisfied customers 
may curtail their overall spending, which could stifle eco- 
nomic growth. In the full-service restaurant category, The 
Olive Garden received the highest satisfaction score, and 
Chili’s was fourth.” 

A second important dimension is consistency. 
Consistency of quality refers to the degree to which a 
product has the same level of quality over time. Consistency design and production. 
means giving customers the quality they expect every time 
they purchase the product. As with level of quality, con- 
sistency is a relative concept. It implies a quality comparison within the same brand over 
time. For example, if FedEx delivers more than 99 percent of overnight packages on time, its 


“Product Quality 


service has a consistent quality. 


Propuct DESIGN AND FEATURES 


Product design refers to how a product is conceived, planned, and produced. Design is a 
very complex topic because it involves the total sum of all the product's physical character- 
istics. Many companies are known for the outstanding designs of their products: Sony for 
personal electronics, Hewlett-Packard for printers, Apple for computers and music players, 
and JanSport for backpacks. Good design is one of the best competitive advantages any 
brand can possess. 

One component of design is styling, or the physical appearance of the product. The 
style of a product is one design feature that can allow certain products to sell very rapidly. 
Good design, however, means more than just appearance; it also involves a product’s func- 
tionality and usefulness. For example, a pair of jeans may look great, but if they fall apart 
after three washes, clearly the design was poor. Most consumers seek products that both look 
good and function well. 

Product features are specific design characteristics that allow a product to perform cer- 
tain tasks. By adding or subtracting features, a company can differentiate its products from 
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Mobile Food Trucks Provide Service 


ou might soon see some of your favorite fast-food mastered Facebook, Twitter, and Foursquare to keep their fans 
franchises out on the road. As mobile food trucks abreast of their locations, allowing them to alert customers 
become increasingly popular, national franchises wherever they go. Consumer interest in mobile food trucks 
are exploring the possibilities. Franchisees from chains such has even prompted the Food Network to launch “The Great 
as Cousins Submarines Inc. and Tasti D-Lite LLC have begun Food Truck Race.” As they become more successful, mobile 
investing in mobile trucks to supplement their stores. Mobile franchises will likely need to examine the nature of their prod- 
food trucks change the service and availability dimension uct mix to see if some products need to be added or deleted to 
of food service, creating product differentiation. These mini fit consumer consumption patterns. These mobile food trucks 
restaurants on wheels are more affordable for franchisees and create brand awareness and expand the availability of the 
function as mobile advertising for companies. Owners have product.° 


those of the competition. Chrysler promotes its line of minivans as having more features 
related to passenger safety—dual air bags, steel-reinforced doors, and integrated child safety 
seats—than any other auto company. Product features also can be used to differentiate prod- 
ucts within the same company. For example, Nike offers both a walking shoe and a run—walk 
shoe for specific consumer needs as well as technology that can link to your iPod to track 
your distance traveled and calories burned. In these cases, the company’s products are sold 
with a wide range of features, from low-priced “base” or “stripped-down” versions to high- 
priced, prestigious, “feature-packed” ones. The automotive industry regularly sells products 
with a wide range of features. In general, the more features a product has, the higher is its 
price, and often, the higher is the perceived quality. 

For a brand to have a sustainable competitive advantage, marketers must determine 
the product designs and features that customers desire. Information from marketing 
research efforts and from databases can help in assessing customers’ product design and 
feature preferences. Being able to meet customers’ desires for product design and fea- 
tures at prices they can afford is crucial to a product’s long-term success. Marketers must 
be careful not to misrepresent or overpromise regarding product features or product 
performance. 


Propuct SUPPORT SERVICES 


Many companies differentiate their product offerings by providing support services. Usually 
referred to as customer services, these services include any human or mechanical efforts or 
activities a company provides that add value to a product. Examples of customer services 
include delivery and installation, financing arrangements, customer training, warranties and 
guarantees, repairs, layaway plans, convenient hours of operation, adequate parking, and 
information through toll-free numbers and websites. For example, Zappos, an online shoe 
retailer, has earned a reputation for excellent customer service in part owing to its 24-hour 
service and free, fast returns.” 

Whether as a major or minor part of the total product offering, all marketers of goods 
sell customer services. Providing good customer service may be the only way that a com- 
pany can differentiate its products when all products in a market have essentially the same 
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quality, design, and features. This is especially true in the computer industry. When buying 
a laptop computer, for example, consumers shop more for fast delivery, technical support, 
warranties, and price than for product quality and design, as witnessed by the high volume 
of “off-the-shelf,” noncustomized, sometimes lagging in technology, discount laptops sold at 
Best Buy, Costco, Walmart, Target, and the like. Through research, a company can discover 
the types of services customers want and need. The level of customer service a company 
provides can profoundly affect customer satisfaction. Add-on features can enhance a prod- 
uct in the eyes of the consumer. Consumers often infer a higher level of quality from the 
mere availability of add-on services.”° 


Product Positioning 
and Repositioning 


Product positioning refers to the decisions and activities intended to create and maintain 
a certain concept of the firm’s product (relative to competitive brands) in customers’ minds. 
When marketers introduce a product, they try to position it so that it appears to have the 
characteristics that the target market most desires. This projected image is crucial. Crest is 
positioned as a fluoride toothpaste that fights cavities, and Rembrandt is positioned as a 
whitening toothpaste to fight intense stain. 


PERCEPTUAL MAPPING 


A product’s position is the result of customers’ perceptions of the product’s attributes rela- 
tive to those of competitive brands. Buyers make numerous purchase decisions on a regu- 
lar basis. To avoid a continuous reevaluation of numerous products, buyers tend to group, 
or “position,” products in their minds to simplify buying decisions. Rather than allowing 
customers to position products independently, marketers often try to influence and shape 


Product Positioning 
These two dog food companies 
compete in different and 
overlapping markets. One targets 
pet food feeding as a way to have 
a better relationship with a dog, 
and the other is sensitive to pet 
food allergies. 
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FIGURE 11.4 Hypothetical Perceptual Map for Pain Relievers 
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consumers’ concepts or perceptions of products through advertising. Marketers sometimes 
analyze product positions by developing perceptual maps, as shown in Figure 11.4. Perceptual 
maps are created by questioning a sample of consumers about their perceptions of products, 
brands, and organizations with respect to two or more dimensions. To develop a perceptual 
map like the one in Figure 11.4, respondents would be asked how they perceive selected pain 
relievers in regard to price and type of pain for which the products are used. Also, respon- 
dents would be asked about their preferences for product features to establish “ideal points” 
or “ideal clusters,” which represent a consensus about a specific group of customers’ desires 
in terms of product features. Then marketers can see how their brand is perceived compared 
with the ideal points. 


BASES FOR POSITIONING 


Marketers can use several bases for product positioning. A common basis for positioning 
products is to use competitors. A firm can position a product to compete head-on with 
another brand, as PepsiCo has done against Coca-Cola, or to avoid competition, as 7UP 
has done relative to other soft-drink producers. Head-to-head competition may be a mar- 
keter’s positioning objective if the product's performance characteristics are at least equal to 
those of competitive brands and if the product is priced lower. Head-to-head positioning 
may be appropriate even when the price is higher if the product’s performance characteris- 
tics are superior. For example, the Chevy Volt is going head-to-head with the Nissan Leaf. 
Because the Volt is equipped with a backup gas generator, which can take over should the 
car run low on electricity, GM claims that the Volt is less likely to leave drivers stranded on 
the way to their destinations (the Nissan is fully electric). The company is trying to posi- 
tion the Volt “as a car first and electric second.””” Conversely, positioning to avoid competi- 
tion may be best when the product’s performance characteristics do not differ significantly 
from those of competing brands. Moreover, positioning a brand to avoid competition may 
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be appropriate when that brand has unique charac- 
teristics that are important to some buyers. Volvo, 
for example, has for years positioned itself away from 
competitors by focusing on the safety characteristics 
of its cars. Whereas some auto companies mention 
safety issues in their advertisements, many are more 
likely to focus on style, fuel efficiency, performance, 
or terms of sale. Avoiding competition is critical 
when a firm introduces a brand into a market in 
which the company already has one or more brands. 
Marketers usually want to avoid cannibalizing sales 
of their existing brands unless the new brand gener- 
ates substantially larger profits. 

A product's position can be based on specific prod- 
uct attributes or features. For example, the Apple’s 
iPhone is positioned based on product attributes such 
as its unique shape, its easy-to-use touchscreen, and its 
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access to iTunes. If a product has been planned properly, 
its features will give it the distinct appeal needed. Style, 
shape, construction, and color help to create the image 
and the appeal. If buyers can easily identify the benefits, Source: Pew Research Center's Internet & American Life Project, “Americans Use Phones More for Games, 
they are, of course, more likely to purchase the product. Internet,” July 7, 2010, www.msnbc.msn.com/id/38126866 (accessed July 6, 2011). 
When the new product does not offer certain preferred 
attributes, there is room for another new product. 

Other bases for product positioning include price, quality level, and benefits provided by 
the product. For example, Era laundry detergent provides stain treatment and stain removal. 
Also, the target market can be a positioning basis caused by marketing. This type of position- 
ing relies heavily on promoting to the types of people who use the product. 
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REPOSITIONING 


Positioning decisions are not just for new products. Evaluating the positions of existing prod- 
ucts is important because a brand’s market share and profitability may be strengthened by 
product repositioning. For example, several years ago Kraft was on the verge of discontinuing 
Cheez Whiz because its sales had declined considerably. After Kraft marketers repositioned 
Cheez Whiz as a fast, convenient, microwavable cheese sauce, its sales rebounded to new 
heights. When introducing a new product into a product line, one or more existing brands 
may have to be repositioned to minimize cannibalization of established brands and thus 
ensure a favorable position for the new brand. 

Repositioning can be accomplished by physically changing the product, its price, or its 
distribution. Rather than making any of these changes, marketers sometimes reposition a 
product by changing its image through promotional efforts. Finally, a marketer may reposi- 
tion a product by aiming it at a different target market. 


Product Deletion 


Generally, a product cannot satisfy target market customers and contribute to the achieve- product deletion 
ment of an organization’s overall goals indefinitely. Product deletion is the process of elimi- 
nating a product from the product mix, usually because it no longer satisfies a sufficient 
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number of customers. Condé Nast, for example, discontinued its iconic Gourmet magazine 
due to reduced advertising support as consumers turned to quick, accessible, and affordable 
cooking options.** A declining product reduces an organization's profitability and drains 
resources that could be used to modify other products or develop new ones. A marginal 
product may require shorter production runs, which can increase per-unit production costs. 
Finally, when a dying product completely loses favor with customers, the negative feelings 
may transfer to some of the company’s other products. 

Most organizations find it difficult to delete a product. A decision to drop a product 
may be opposed by managers and other employees who believe that the product is neces- 
sary to the product mix. Salespeople who still have some loyal customers are especially upset 
when a product is dropped. Considerable resources and effort are sometimes spent trying 
to change a slipping product’s marketing mix to improve its sales and thus avoid having to 
eliminate it. 

Some organizations delete products only after the products have become heavy finan- 
cial burdens. A better approach is some form of systematic review in which each product 
is evaluated periodically to determine its impact on the overall effectiveness of the firm’s 
product mix. Such a review should analyze the product’s contribution to the firm’s sales for 
a given period, as well as estimate future sales, costs, and profits associated with the prod- 
uct. It also should gauge the value of making changes in the marketing strategy to improve 
the product’s performance. A systematic review allows an organization to improve prod- 
uct performance and ascertain when to delete products. General Motors decided to delete 
the Hummer, Saturn, and Pontiac brands in order to lower costs, improve reputation, and 
become more profitable. 

There are three basic ways to delete a product: phase it out, run it out, or drop it imme- 
diately (see Figure 11.5). A phase-out allows the product to decline without a change in the 
marketing strategy; no attempt is made to give the product new life. Nikon, for example, sim- 
ply allowed sales of its discontinued film cameras to continue until their supplies ran out.” 
A run-out exploits any strengths left in the product. Intensifying marketing efforts in core 
markets or eliminating some marketing expenditures, such as advertising, may cause a sudden 
jump in profits. This approach is commonly taken for technologically obsolete products, such 
as older models of computers and calculators. Often, the price is reduced to get a sales spurt. 
The third alternative, an immediate drop of an unprofitable product, is the best strategy when 
losses are too great to prolong the product's life. 


Inventor Wages War against Plastic Bags 


n the 1970s, Gordon Dancy invented a plastic bag and an 

accompanying dispensing system. At the time, people 

worried about the deforestation caused by paper bag 
production and saw plastic as a better alternative. Today, 
the tables have turned. Plastic bags have been blamed for 
clogging waterways, endangering wildlife, and overwhelm- 
ing landfills. Many U.S. cities have banned them or are 
charging for their use. Toward the end of his life, Dancy 
reversed his position on plastic bags and his daughter, 


Kristen Brown, has made it her mission to replace them 

all together. Brown—mother, environmental activist, and 
founder of My Eco—has created an easy-to use-reusable 
four-bag system ideal for people on the go. As more people 
go green, reusable bags are flooding the market. To make 
My Eco bags stand out, Brown has partnered with grocery 
stores. Together they sell the system at a discount, sending 
the money saved to local schools. My Eco also sells nation- 
ally at The Container Store.‘ 
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FIGURE 11.5  ProductDeletionProcess = 
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Source: Martin L. Bell., Marketing: Concepts and Strategy, 3rd ed., p. 267; Copyright © 1979. Houghton Mifflin Company. Reprinted by permission of Mrs. Martin L. Bell. 


Managing Services as Products 


Many products are services rather than tangible goods. The organizations that market service 
products include for-profit firms, such as those offering financial, personal, and professional 
services, and nonprofit organizations, such as educational institutions, churches, charities, 
and governments. In this section, we focus initially on the growing importance of service 
industries in our economy. Then we address the unique characteristics of services. Finally, 
we deal with the challenges these characteristics pose in developing and managing marketing 
mixes for services. 


NATURE AND IMPORTANCE OF SERVICES 


All products—whether goods, services, or ideas—are to some extent intangible. Services 
are usually provided through the application of human and/or mechanical efforts 
directed at people or objects. For example, a service such as education involves the 
efforts of service providers (teachers) directed at people (students), whereas janitorial: 
and interior decorating services direct their efforts at objects. Services also can involve 
the use of mechanical efforts directed at people (air or mass transportation) or objects 
(freight transportation). A wide variety of services, such as health care and landscap- 
ing, involve both human and mechanical efforts. Although many services entail the 
use of tangibles such as tools and machinery, the primary difference between a service 
and a good is that a service is dominated by the intangible portion of the total product. 
Services, as products, should not be confused with the related topic of customer services. 
While customer service is part of the marketing of goods, service marketers also provide 
customer services. 

The increasing importance of services in the U.S. economy has led many people to call 
the United States the world’s first service economy. In most developed countries, including 
Germany, Japan, Australia, and Canada, services account for about 70 percent of the coun- 
try’s gross domestic product (GDP). More than half of new businesses are service businesses, 
and service employment is expected to continue to grow. These industries have absorbed 
much of the influx of women and minorities into the workforce. In the United States, some 
customer-contact jobs, especially call centers, have been outsourced—into the homes of U.S. 


Services as Products 
Dry cleaners provide laundry 
services for consumers. 
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workers, especially women. Several companies, including Carnival Cruise Lines, JetBlue, and 
Hilton Hotels, now use “homesourcing” to fill thousands of customer service jobs that were 


once contracted to foreign countries.*° 


CHARACTERISTICS OF SERVICES 


The issues associated with marketing service products are not exactly the same as those asso- 
ciated with marketing goods. To understand these differences, it is first necessary to under- 
stand the distinguishing characteristics of services. Services have six basic characteristics: 
intangibility, inseparability of production and consumption, perishability, heterogeneity, 
client-based relationships, and customer contact.*! 


Intangibility 

As already noted, the major characteristic that distinguishes a service from a good is intan- 
gibility. Intangibility means a service is not physical and therefore cannot be touched. For 
example, it is impossible to touch the education that students derive from attending classes; 
the intangible benefit is becoming more knowledgeable. In addition, services cannot be 
physically possessed. Products range from pure goods (tangible) to pure services (intangible). 
Pure goods, if they exist at all, are rare because practically all marketers of goods also provide 
customer services. Intangible, service-dominant products such as education and health care 
are clearly service products. Of course, some products, such as a restaurant meal or a hotel 
stay, have both tangible and intangible dimensions. 


Inseparability of Production and Consumption 


Another important characteristic of services that creates challenges for marketers is 
inseparability, which refers to the fact that the production of a service cannot be sepa- 
rated from its consumption by customers. For example, air passenger service is produced 
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and consumed simultaneously. In other words, services 
are often produced, sold, and consumed at the same time. 
In goods marketing, a customer can purchase a good, take 
it home, and store it until he or she is ready to use it. 


These days, having powerful financial expertise in your corner is essential. Help from 
Ship with an advocate who knows you and kr 
to go. And help silor-made advice for this new financial land, 


leading financial companies in the world, A Merrill Lynch Financial Advisor, now together 


The manufacturer of the good may never see an actual RAN oast ota Tie a alco air ila apace antl snl 
customer. Customers, however, often must be present at ce ae 
the production of a service (such as marriage counseling 
or surgery) and cannot take the service home. Indeed, 
both the service provider and the customer must work 


together to provide the service's full value.** Because of 


inseparability, customers not only want a specific type of 


oa ae, 
service but expect it to be provided in a specific way by a . h = | p 2 a C h eVe 


specific individual. For example, the production and con- 


sumption of a medical exam occur simultaneously, and eS a Oa Merrill Lynch 
> Ono ; a ao ee i labels 3 si ») Wealth Management . 
the patient knows in advance who the physician is and Ea gy ola: on rr nema 


generally understands how the exam will be conducted. 
Inseparability implies a shared responsibility between 
the customer and service provider. As a result, training 
programs for employees should stress the customer’s role 
in the service experience to elevate their perceptions of 
shared responsibility and positive feelings.*° 


Perishability 


Services are characterized by perishability because the 
unused service capacity of one time period cannot be 


Courtesy of the Advertising Archives 


stored for future use. For example, empty seats on an air A oo 
Characteristics of Services 
Legal services, such as those provided by Merrill Lynch, must 
be provided directly to consumers. 


flight today cannot be stored and sold to passengers at a 
later date. Other examples of service perishability include 
unsold basketball tickets, unscheduled dentists’ appoint- 
ment times, and empty hotel rooms. Although some 
goods, such as meat, milk, and produce, are perishable, goods generally are less perishable 
than services. If a pair of jeans has been sitting on a department store shelf for a week, 
someone still can buy them the next day. Goods marketers can handle the supply-demand 
problem through production scheduling and inventory techniques. Service marketers do 
not have the same advantage, and they face several hurdles in trying to balance supply and 
demand. They can, however, plan for demand that fluctuates according to day of the week, 
time of day, or season. 


Heterogeneity 


Services delivered by people are susceptible to heterogeneity, or variation in quality. Quality 
of manufactured goods is easier to control with standardized procedures, and mistakes are 
easier to isolate and correct. Because of the nature of human behavior, however, it is very 
difficult for service providers to maintain a consistent quality of service delivery. This vari- 
ation in quality can occur from one organization to another, from one service person to 
another within the same service facility, and from one service facility to another within the 
same organization. For example, the retail clerks in one bookstore may be more knowledge- 
able and therefore more helpful than those in another bookstore owned by the same chain. 
Heterogeneity usually increases as the degree of labor intensiveness increases. Many services, 
such as auto repair, education, and hairstyling, rely heavily on human labor. Other services, 
such as telecommunications, health clubs, and public transportation, are more equipment 
intensive. People-based services are often prone to fluctuations in quality from one time 
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period to the next. For example, the fact that a hairstylist gives a customer a good haircut 
today does not guarantee that customer a haircut of equal quality from the same hairstylist 
at a later date. Equipment-based services, in contrast, suffer from this problem to a lesser 
degree than people-based services. For instance, automated teller machines have reduced 
inconsistency in the quality of teller services at banks, and bar-code scanning has improved 
the accuracy of service at the checkout counters in grocery stores. 


Client-Based Relationships 


The success of many services depends on creating and maintaining client-based 
relationships, interactions with customers that result in satisfied customers who use a 
service repeatedly over time.** In fact, some service providers, such as lawyers, accountants, 
and financial advisers, call their customers clients and often develop and maintain close long- 
term relationships with them. For such service providers, it is not enough to attract custom- 
ers. They are successful only to the degree to which they can maintain a group of clients who 
use their services on an ongoing basis. For example, an accountant may serve a family in 
his or her area for decades. If the members of this family like the quality of the accountant’s 
services, they are likely to recommend the accountant to other families. If several families 
repeat this positive word-of-mouth communication, the accountant likely will acquire a 
long list of satisfied clients. 

Social media have made it easier for customers to share information about service com- 
panies. People may ask friends from online communities like Facebook or reference service 
rating sites like Angie’s List, Service Magic, and Google Reviews (Google’s service rating 
system). Indeed, researchers have found that word-of-mouth communication plays a key role 
in services, particularly for consumers with innovative personalities.*? Word-of-mouth is a 
key factor in creating and maintaining client-based relationships. To ensure that it actually 
occurs, the service provider must take steps to build trust, demonstrate customer commit- 
ment, and satisfy customers so well that they become very loyal to the provider and unlikely 
to switch to competitors. 


Customer Contact 


Not all services require a high degree of customer contact, but many do. Customer 
contact refers to the level of interaction between the service provider and the customer 
that is necessary to deliver the service. High-contact services include health-care, real 
estate, legal, and spa services. Examples of low-contact services are tax preparation, auto 
repair, and dry cleaning. Some service-oriented businesses are reducing their level of 
customer contact through technology. Most airlines use self-service kiosks to check in 
and obtain boarding passes. Note that high-contact services generally involve actions 
directed toward people, who must be present during production. A hairstylist’s cus- 
tomer, for example, must be present during the styling process. When the customer 
must be present, the process of production may be just as important as its final out- 
come. Although it is sometimes possible for the service provider to go to the customer, 
high-contact services typically require that the customer go to the production facility. 
Thus, the physical appearance of the facility may be a major component of the custom- 
er’s overall evaluation of the service. Even in low-contact service situations, the appear- 
ance of the facility is important because the customer likely will need to be present to 
initiate and finalize the service transaction. Consider customers of auto-repair services. 
They bring in the vehicle and describe its symptoms, but often do not remain during 
the repair process. 

Employees of high-contact service providers are part of a very important ingredi- 
ent in creating satisfied customers. A fundamental precept of customer contact is that 
satisfied employees lead to satisfied customers. In fact, research indicates that employee 
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Level of Customer Contact 
There is a high level of customer 
contact associated with 

medical services. 
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satisfaction is the single most important factor in providing high service quality. Thus, 
to minimize the problems that customer contact can create, service organizations must 


take steps to understand and meet the needs of employees by training them adequately, 
empowering them to make more decisions, and rewarding them for customer-oriented 
behavior.*® The giant electronics and appliance retailer, Best Buy, which is known for 
providing knowledgeable customer service with technology and consumer electronics, 
completely revamped its training program. The company has created a wiki site that 
allows employees to share information and provides employees with several learning 
mediums to choose from, which include paper-based, e-learning, audio training, and 
videos.*” 


CREATING MARKETING MIXES FOR SERVICES 


The characteristics of services create a number of challenges for service marketers (see 
Table 11.2). These challenges are especially evident in the development and management 
of marketing mixes for services. Although such mixes contain the four major marketing 
mix variables—product, price, distribution, and promotion—the characteristics of services 
require that marketers consider additional issues. 


Development of Services 


A service offered by an organization generally is a package, or bundle, of services consist- 
ing of a core service and one or more supplementary services. A core service is the basic 
service experience or commodity that a customer expects to receive. A supplementary 
service is a supportive one related to the core service that is used to differentiate the ser- 
vice bundle from that of competitors. For example, when a student attends a tutoring 
session for a class, the core service is the tutoring. Bundled with the core service might 
be access to outlines with additional information, handouts with practice questions, or 
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TABLE 11.2 Service Characteristics and Marketing Challenges 


Service Characteristics Resulting Marketing Challenges 


Intangibility Difficult for customer to evaluate. 
Customer does not take physical possession. 
Difficult to advertise and display. 
Difficult to set and justify prices. 
Service process usually not protectable by patents. 


Inseparability of production and consumption Service provider cannot mass-produce services. 
Customer must participate in production. 
Other consumers affect service outcomes. 
Services are difficult to distribute. 


Perishability Services cannot be stored. 
Balancing supply and demand is very difficult. 
Unused capacity is lost forever. 
Demand may be very time-sensitive. 


Heterogeneity Service quality is difficult to control. 
Service delivery is difficult to standardize. 


Client-based relationships Success depends on satisfying and keeping customers over the long 
term. Generating repeat business is challenging. 
Relationship marketing becomes critical. 


Customer contact Service providers are critical to delivery. 
Requires high levels of service employee training and motivation. 
Changes a high-contact service into a low-contact service to achieve 
lower costs without reducing customer satisfaction. 

Sources: K. Douglas Hoffman and John E. G. Bateson, Essentials of Services Marketing (Mason, OH: South-Western, 2001); Valarie A. Zeithaml, A. Parasuraman, 


and Leonard L. Berry, Delivering Quality Service: Balancing Customer Perceptions and Expectations (New York: Free Press, 1990); Leonard L. Berry and 
A. Parasuraman, Marketing Services: Competing through Quality (New York: Free Press, 1991), p. 5. 


online service like an e-mail address or chat room for questions outside the designated 
tutoring time. 

As discussed earlier, heterogeneity results in variability in service quality and makes it 
difficult to standardize services. However, heterogeneity provides one advantage to service 
marketers: it allows them to customize their services to match the specific needs of individual 
customers. Customization plays a key role in providing competitive advantage for the service 
provider. Being able to personalize the service to fit the exact needs of the customer accom- 
modates individual needs, wants, or desires.** Subway, for example, tries to let each customer 
participate in developing his or her own customized sandwich. IBM determines a business’s 
needs and then develops information technology services to provide a customized applica- 
tion. Health care is an example of an extremely customized service; the services provided 
differ from one patient to the next. 

Such customized services can be expensive for both provider and customer, and some 
service marketers therefore face a dilemma: how to provide service at an acceptable level of 
quality in an efficient and economic manner and still satisfy individual customer needs. To 
cope with this problem, some service marketers offer standardized packages. For example, 
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a lawyer may offer a divorce package at a specified price for an uncontested divorce. When 
service bundles are standardized, the specific actions and activities of the service provider usu- 
ally are highly specified. Automobile quick-lube providers frequently offer a service bundle 
for a single price; the specific actions to be taken are quite detailed about what will be done 
to a customer's car. Various other equipment-based services are also often standardized into 
packages. For instance, cable television providers frequently offer several packages, such as 
“Basic,” “Standard,” “Premier,” and “Hollywood.” The characteristic of intangibility makes 
it difficult for customers to evaluate a service prior to purchase. Intangibility requires service 
marketers, such as hairstylists, to market promises to customers. The customer is forced to 
place some degree of trust in the service provider to perform the service in a manner that 
meets or exceeds those promises. Service marketers must guard against making promises that 
raise customer expectations beyond what they can provide. To cope with the problem of 
intangibility, marketers employ tangible cues, such as well-groomed, professional-appearing 
contact personnel and clean, attractive physical facilities, to help assure customers about the 
quality of the service. 

Most service providers uniform at least some of their high-contact employees. Uniforms 
help to make the service experience more tangible, and they serve as physical evidence to 
signal quality, create consistency, and send cues to suggest a desired image.*’ Consider the 
professionalism, experience, and competence conveyed by an airline pilot’s uniform. Life 
insurance companies sometimes try to make the quality of their policies more tangible by 
putting them on very high-quality paper and enclosing them in leather sheaths. Because 
customers often rely on brand names as an indicator of product quality, service marketers at 
organizations whose names are the same as their service brand names should strive to build 
a strong national image for their companies. For example, American Express, McDonald's, 
eBay, American Life, and America Online try to maintain strong, positive national company 
images because these names are the brand names of the services they provide. 

The inseparability of production and consumption and the level of customer contact 
also influence the development and management of services. The fact that customers are 
present during the production of a service means that other customers can affect the out- 
come of the service. For instance, if a nonsmoker dines in a restaurant without a no-smoking 
section, the overall quality of service experienced by the nonsmoking customer declines if 
smokers are present. Service marketers can reduce these problems by encouraging custom- 
ers to share the responsibility of maintaining an environment that allows all participants to 
receive the intended benefits of the service. 


Pricing of Services 


Services should be priced so as to reflect consumer price sensitivity, the nature of the transac- 
tion, and its costs.“ Prices for services can be established on several different bases. The prices 
of pest-control services, dry cleaning, carpet cleaning, and a physician's consultation usually 
are based on the performance of specific tasks. Other service prices are based on time. For 
example, attorneys, consultants, counselors, piano teachers, and plumbers often charge by 
the hour or day. 

Some services use demand-based pricing. When demand for a service is high, the price 
is also high; when demand for a service is low, so is the price. The perishability of services 
means that when demand is low, the unused capacity cannot be stored and is therefore lost 
forever. Every empty seat on an airline flight or in a movie theater represents lost revenue. 
Some services are very time-sensitive because a significant number of customers desire 
the service at a particular time. This point in time is called peak demand. A provider of 
time-sensitive services brings in most of its revenue during peak demand. For an airline, 
peak demand is usually early and late in the day. Providers of time-sensitive services often 
use demand-based pricing to manage the problem of balancing supply and demand. They 


Distribution of Services 
UPS offers in-person retail 
services as well as online services. 
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charge top prices during peak demand and lower prices during off-peak demand to encour- 


age more customers to use the service. This is why the price of a matinee movie is often half 
the price of the same movie shown at night. 

When services are offered to customers in a bundle, marketers must decide whether to 
offer the services at one price, price them separately, or use a combination of the two meth- 
ods. For example, some hotels offer a package of services at one price, whereas others charge 
separately for the room, phone service, and breakfast. Some service providers offer a one- 
price option for a specific bundle of services and make add-on bundles available at additional 
charges. For example, a number of cable television companies offer a standard package of 
channels for one price and offer add-on channel packages for additional charges. Telephone 
services, such as call waiting and caller ID, are frequently bundled and sold as a package for 
one price. 

Because of the intangible nature of services, customers rely heavily at times on price as an 
indicator of quality. If customers perceive the available services in a service category as being 
similar in quality, and if the quality of such services is difficult to judge even after these ser- 
vices are purchased, customers may seek out the lowest-priced provider. For example, many 
customers seek auto insurance providers with the lowest rates. If the quality of different 
service providers is likely to vary, customers may rely heavily on the price-quality association. 
For example, if you have to have an appendectomy, will you choose the surgeon who charges 
an average price of $1,500 or the surgeon who will take your appendix out for $399? 


Distribution of Services 


Marketers deliver services in various ways. In some instances customers go to a service pro- 
vider’s facility. For instance, most health-care, dry-cleaning, and spa services are delivered 
at the service providers’ facilities. Some services are provided at the customer’ home or 
business. Lawn care, air-conditioning and heating repair, and carpet cleaning are examples. 
Some services are delivered primarily at “arm’s length,” meaning that no face-to-face contact 
occurs between the customer and the service provider. Several equipment-based services are 
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delivered at arm’s length, including electric, Internet, cable television, and telephone services. 
Providing high-quality customer service at arm’s length can be costly but essential in keep- 
ing customers satisfied and maintaining market share. For example, many airlines, although 
trying to cut costs, are also increasing spending on overhauling their websites to make them 
more user-friendly and thus serve customers better. 

Marketing channels for services usually are short and direct, meaning that the producer 
delivers the service directly to the end user. Some services, however, use intermediaries. For 
example, travel agents facilitate the delivery of airline services, independent insurance agents 
participate in the marketing of various insurance policies, and financial planners market 
investment services. 

Service marketers are less concerned with warehousing and transportation than are goods 
marketers. They are very concerned, however, about inventory management, especially bal- 
ancing supply and demand for services. The service characteristics of inseparability and level 
of customer contact contribute to the challenges of demand management. In some instances, 
service marketers use appointments and reservations as approaches for scheduling the deliv- 
ery of services. Health-care providers, attorneys, accountants, auto mechanics, and restau- 
rants often use reservations or appointments to plan and pace the delivery of their services. 
To increase the supply of a service, marketers use multiple service sites and also increase the 
number of contact service providers at each site. National and regional eye-care and hair-care 
services are examples. 

To make delivery more accessible to customers and 
to increase the supply of a service, as well as reduce labor 
costs, some service providers have decreased the use of 
contact personnel and replaced them with equipment. In 
other words, they have changed a high-contact service into 
a low-contact one. The banking industry is an example. By 
installing ATMs, banks have increased production capac- 
ity and reduced customer contact. In addition, numerous 
automated banking services are now available by telephone 
24 hours a day. Such services have helped to lower costs 
by reducing the need for customer-service representatives. 
Changing the delivery of services from human to equip- 
ment has created some problems, however. 


Promotion of Services 


The intangibility of services results in several promotion- 
related challenges to service marketers. Because it may not 
be possible to depict the actual performance of a service 
in an advertisement or to display it in a store, explaining 
a service to customers can be a difficult task. Promotion 
of services typically includes tangible cues that symbolize 
the service. Consider Trans America, which uses its pyra- 
mid-shaped building to symbolize strength, security, and 


reliability, impo rtant features associated with ins urance Go to travelocity.com to boak your Top Secret Hotel today. 


and other financial services. Similarly, the hands Allstate 
uses in its ads symbolize personalized service and trust- 
worthy, caring representatives. Although these symbols 
have nothing to do with the actual services, they make it 


Promotion of Services 
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* travelocity 


You'll never roam alone: 


Marketers often make services more tangible through 
promotion by utilizing symbols or objects associated with 


much easier for customers to understand the intangible the service or organization, such as Travelocity's use of the 


attributes associated with insurance services. To make a “traveling gnome.” 
service more tangible, advertisements for services often 
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Entrepreneurship in Marketing 


Viewpoints Network Creates 
a Business around Brand 


Management 


As more companies turn toward social media to 
promote their products, Viewpoints Network is 
there to help. Founded by entrepreneur Matt Moog 
in 2006, Viewpoints Network consists of a product 
review website (the second largest) and a software 
suite to help companies use social media to create 
effective marketing campaigns. Clients include such 
well-known companies as Procter & Gamble, Sears, 


and Kraft. 
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show picttires of facilities, equipment, and service person- 
nel. Marketers may also promote their services as a tangible 
expression of consumers’ lifestyles. The Thai cosmet- 
ics company Mistine, for example, featured famous Thai 
movie actress Petchara Chaowarat to present the company’s 
“Diamond” lipstick collection. By utilizing Chaowarat— 
considered the “biggest-name actress in Thailand”—to pro- 
mote the brand, Mistine not only made its brand appear 
prestigious but also engaged in cause-related marketing 
by agreeing to donate part of the lipstick’s revenue to the 
Thailand Association for the Blind (Petchara Chaowarat was 
struck by blindness during her acting career).*! 

Compared with goods marketers, service providers 
are more likely to promote price, guarantees, performance 
documentation, availability, and training and certification 
of contact personnel. For example, it is common to pro- 
mote degrees and certifications earned by trainers as a way 
to ensure customers that the trainers will help them reach 
their fitness goals.*” When preparing advertisements, service 


Viewpoints Network utilizes the power of viral marketing 
with more than a million members registered on its 
website. When a company hires Viewpoints Network 

to promote a brand, Viewpoints Network invites 


members, specifically opinion leaders, to try the product. 


Members then write product reviews and share them 
with their friends on sites like Twitter and Facebook. 

This represents a growing trend where consumers use 
the feedback of other consumers—many that they’ve 
never met—in their purchasing decisions. According to 
founder Matt Moog, this will require a significant change 
in marketing: the incorporation of the consumer into the 


marketers are careful to use concrete, specific language to 
help make services more tangible in the minds of customers. 
Service companies are also careful not to promise too much 
regarding their services so that customer expectations do not 
rise to unattainable levels. 

Through their actions, service contact personnel can 
be directly or indirectly involved in the personal selling of 
services. Personal selling is often important because per- 
sonal influence can help the customer visualize the benefits 
of a given service. Because service contact personnel may 
engage in personal selling, some companies invest heavily 


marketing mix.‘ 


in training. Because of the heterogeneity and intangibility 

of services, word-of-mouth communication is important in 

service promotion. What other people say about a service 
provider can have a tremendous impact on whether an individual decides to use that pro- 
vider. Some service marketers attempt to stimulate positive word-of-mouth communica- 
tion by asking satisfied customers to tell their friends and associates about the service and 
may even provide incentives to the current or new customers. Banfield, The Pet Hospital, 
has locations inside several PetSmart stores and places referral certificates inside every 
patient room. These certificates allow first-time clients to receive a free office visit and 
physical exam for their pet.” 


Organizing to Develop 
and Manage Products 


After reviewing the concepts of product line and mix, positioning, and repositioning, 
it should be obvious that managing products is a complex task. Often, the traditional 
functional form of organization, in which managers specialize in business functions 
such as advertising, sales, and distribution, does not fit a company’s needs. In this case, 


CHAPTER 11: DEVELOPING AND MANAGING GOODS AND SERVICES 


management must find an organizational approach that accomplishes the tasks neces- 
sary to develop and manage products. Alternatives to functional organization include 
the product or brand manager approach, the market manager approach, and the venture 
team approach. 

A product manager is responsible for a product, a product line, or several distinct 
products that make up an interrelated group within a multiproduct organization. A brand 
manager is responsible for a single brand. Kraft, for example, has one brand manager for 
Nabisco Oreos, its number-one selling cookie, and one for Oscar Mayer Lunchables. Both 
product and brand managers operate cross-functionally to coordinate the activities, informa- 
tion, and strategies involved in marketing an assigned product. Product managers and brand 
managers plan marketing activities to achieve objectives by coordinating a mix of distribution, 
promotion (especially sales promotion and advertising), and price. They must consider pack- 
aging and branding decisions and work closely with personnel in research and development, 
engineering, and production. Marketing research helps product managers understand con- 
sumers and find target markets. Because luxury brands such as BMW and Porsche can have 
their brand image reduced by association with their producers’ other mass-market brands, 
brand managers must balance their brands’ independent image with associated brands of 
the firm. The product or brand manager approach to organization is used by many large, 
multiple-product companies. 

A market manager is responsible for managing the marketing activities that serve a 
particular group of customers. This organizational approach is particularly effective when 
a firm engages in different types of marketing activities to provide products to diverse 
customer groups. A company might have one market manager for business markets and 
another for consumer markets. Markets also could be divided by geographic region. For 
example, the Jack-in-the-Box fast-food chain offers different menu items in New Mexico 
than it does in Oregon. Because Hindus believe cows are sacred, and India has a large veg- 
etarian population, McDonald’s offers lamb and vegetarian options in lieu of beef burgers 
at its restaurants in India. The chains recognize that different markets have different pref- 
erences. These broad market categories might be broken down into more limited market 
responsibilities. 

A venture team creates entirely new products that may be aimed at new markets. 
Unlike a product or market manager, a venture team is responsible for all aspects of devel- 
oping a product: research and development, production and engineering, finance and 
accounting, and marketing. Venture team members are brought together from different 
functional areas of the organization. In working outside established divisions, venture 
teams have greater flexibility to apply inventive approaches to develop new products 
that can take advantage of opportunities in highly segmented markets. Companies are 
increasingly using such cross-functional teams for product development in an effort to 
boost product quality. When a new product has demonstrated commercial potential, team 
members may return to their functional areas, or they may join a new or existing division 
to manage the product. 


CHAPTER REVIEW 


Understand how companies manage existing 
products through line extensions and product 
modifications. 


Organizations must be able to adjust their prod- 
uct mixes to compete effectively and achieve their 
goals. Using existing products, a product mix can 
be improved through line extension and through 
product modification. A line extension is the devel- 
opment of a product closely related to one or more 
products in the existing line but designed specifi- 
cally to meet different customer needs. Product 
modification is the changing of one or more 
characteristics of a product. This approach can be 
achieved through quality modifications, functional 
modifications, and aesthetic modifications. 


Describe how businesses develop a product 
idea into a commercial product. 


Before a product is introduced, it goes through 
a seven-phase new-product development .pro- 
cess. In the idea-generation phase, new-product 
ideas may come from internal or external 
sources. In the process of screening, ideas are 
evaluated to determine whether they are con- 
sistent with the firm’s overall objectives and 
resources. Concept testing, the third phase, 
involves having a small sample of potential cus- 
tomers review a brief description of the prod- 
uct idea to determine their initial perceptions 
of the proposed product and their early buying 
intentions. During the business analysis stage, 
the product idea is evaluated to determine its 
potential contribution to the firm’s sales, costs, 
and profits. In the product development stage, 
the organization determines if it is technically 
feasible to produce the product and if it can 
be produced at a cost low enough to make the 
final price reasonable. Test marketing is a lim- 
ited introduction of a product in areas chosen 
to represent the intended market. Finally, in the 
commercialization phase, full-scale production 
of the product begins, and a complete market- 
ing strategy is developed. 


Know the importance of product 
differentiation and the elements that 
differentiate one product from another. 


Product differentiation is the process of creating and 
designing products so that customers perceive them 
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as different from competing products. Product 
quality, product design and features, and prod- 
uct support services are three dimensions of prod- 
uct differentiation that companies consider when 
creating and marketing products. 


Explain product positioning and repositioning. 


Product positioning refers to the decisions and 
activities that create and maintain a certain 
concept of the firm’s product in the customer’s 
mind. Organizations can position a product to 
compete head to head with another brand if the 
product’s performance is at least equal to the 
competitive brand’s and if the product is priced 
lower. When a brand possesses unique char- 
acteristics that are important to some buyers, 
positioning it to avoid competition is appropri- 
ate. Companies also increase an existing brand’s 
market share and profitability through product 
repositioning. 


Understand how product deletion is used to 
improve product mixes. 


Product deletion is the process of eliminating a 
product that no longer satisfies a sufficient num- 
ber of customers. Although a firm’s personnel 
may oppose product deletion, weak products are 
unprofitable, consume too much time and effort, 
may require shorter production runs, and can cre- 
ate an unfavorable impression of the firm’s other 
products. A product mix should be systematically 
reviewed to determine when to delete products. 
Products to be deleted can be phased out, run 
out, or dropped immediately. 


Understand the characteristics of services and 
how these characteristics present challenges 
when developing marketing mixes for service 
products. 


Services are intangible products involving 
deeds, performances, or efforts that cannot be 
physically possessed. They have six fundamen- 
tal characteristics: intangibility, inseparability 
of production and consumption, perishability, 
heterogeneity, client-based relationships, and 
customer contact. Intangibility means that 
a service cannot be seen, touched, tasted, or 
smelled. Inseparability refers to the fact that 
the production of a service cannot be separated 
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from its consumption. Perishability means that 
unused service capacity of one time period can- 
not be stored for future use. Heterogeneity is 
variation in service quality. Client-based rela- 
tionships are interactions with customers that 
lead to the repeated use of a service over time. 
Customer contact is the interaction needed 
to deliver a service between providers and 
customers. 


Be familiar with organizational structures 
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developing and managing products. Alternative 
organizational forms include the product or brand 
manager approach, the market manager approach, 
and the venture team approach. A product man- 
ager is responsible for a product, a product line, 
or several distinct products that make up an inter- 
related group within a multiproduct organiza- 
tion. A brand manager is a product manager who 
is responsible for a single brand. A market man- 
ager is responsible for managing the marketing 
activities that serve a particular group or class of 


customers. A venture team is sometimes used to 
create entirely new products that may be aimed at 
new markets. 


used for managing products. 


Often, the traditional functional form or organi- 
zation does not lend itself to the complex task of 
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ISSUES FOR DISCUSSION AND REVIEW 


What is a line extension, and how does it differ 10. Explain how the term quality has been used to 
from a product modification? differentiate products in the automobile industry 
C d ea h in recent years. What are some makes and models 
aa: is avn eran paar saa oed Perea of automobiles that come to mind when you hear 
to modifying a product. the terms high quality and poor quality? 
Identify and briefly explain the seven major phases 11. What is product positioning? Under what condi- 
of the new-product development process. tions would head-to-head product positioning be 
ate? WI he Pca 
Do small companies that manufacture just a few ReennS en should head-to-head position 
products need to be concerned about developing pga aes 
and managing products? Why or why not? 12. What types of problems does a weak product cause 
in a product mix? Describe the most effective 
Why is product development a cross-functional eo 
eon PSNR approach for avoiding such problems. 
activity within an organization? That is, why must 
finance, engineering, manufacturing, and other 13. How important are services in the U.S. economy? 

i i 2 : : : : 
functional areas be involved: 14. Identify and discuss the major service charac- 
What is the major purpose of concept testing, and teristics. 

i i i ? . . . 
how is it accomplished: 15. For each marketing mix element, which service 
What are the benefits and disadvantages of test characteristics are most likely to have an impact? 

ing? Basie . 
marketing: 16. What type of organization might use a venture 


Why can the process of commercialization take a 
considerable amount of time? 


What is product differentiation, and how can it be 
achieved? 


team to develop new products? What are the 
advantages and disadvantages of such a team? 


MARKETING APPLICATIONS 


1. A company often test markets a proposed product 4. The characteristics of services affect the develop- 


in a specific area or location. Suppose that you wish 
to test market your new revolutionary SuperWax 
car wax, which requires only one application for 
a lifetime finish. Where and how would you test 
market your new product? 


ment of marketing mixes for services. Choose a 
specific service and explain how each marketing 
mix element could be affected by these service 
characteristics. 


5. Identify three service organizations you see in 
Select an organization that you think should outdoor, television, or magazine advertising. 
reposition itself in the consumer's eye. Identify What symbols are used to represent their services? 
where it is currently positioned, and make recom- What message do the symbols convey to potential 
mendations for repositioning. Explain and defend customers? 
Pua ee st ie 6. Visit a retail store in your area, and ask the 


Identify a familiar product that recently was modi- 
fied, categorize the modification (quality, func- 
tional, or aesthetic), and describe how you would 
have modified it differently. 


manager what products he or she has had to dis- 
continue in the recent past. Find out what factors 
influenced the decision to delete the product and 
who was involved in the decision. Ask the manager 


CHAPTER 11: DEVELOPING AND MANAGING GOODS AND SERVICES 


to identify any products that should be but have 
not been deleted, and try to ascertain the reason. 


ONLINE EXERCISE 
7. Merck, a leading global pharmaceutical company, 


develops, manufactures, and markets a broad 
range of health-care products. In addition, the 
firm’s Merck-Medco Managed Care Division man- 
ages pharmacy benefits for more than 40 million 
Americans. The company has established a web- 
site to serve as an educational and informational 


resource for Internet users around the world. Visit 

Merck at http://www.merck.com. 

a. What products has Merck developed and 
introduced recently? 

b. What role does research play in Merck’s suc- 
cess? How does research facilitate new-product 
development at Merck? 

c. Find Merck’s mission statement. Is Merck’s 
focus on research consistent with the firm’s 
mission and values? 


DEVELOPING YOUR MARKETING PLAN 


A company’s marketing strategy may be revised to 
include new products as it considers its SWOT analysis 
and the impact of environmental factors on its product 
mix. When developing a marketing plan, the company 
must decide whether new products are to be added to 
the product mix, or if existing ones should be modi- 
fied. The information in this chapter will assist you in 
the creation of your marketing plan as you consider the 
following: 


1. Identify whether your product will be the modifi- 
cation of an existing one in your product mix, or 
the development of a new product. 


2. If the product is an extension of one in your cur- 
rent product mix, determine the type(s) of modifi- 
cations that will be performed. 


3. Using Figure 11.1 as a guide, discuss how your 
product idea would move through the stages of 
new-product development. Examine the idea using 
the tests and analyses included in the new-product 
development process. 


4. Discuss how the management of this product will 
fit into your current organizational structure. 


The information obtained from these questions 
should assist you in developing various aspects of your 
marketing plan found in the /nteractive Marketing Plan 
exercise at www.cengagebrain.com. 


VIDEO CASE 


A MOTORCYCLE 


Harley-Davidson’s customers can spot each other instantly by 
the iconic black, white, and orange logo on their motorcycles, 
clothing, and saddlebags. More than a century after the first 
Harley-Davidson motorcycle hit the road, the company’s annual 
worldwide sales total more than $4 billion. Harley-Davidson 
dominates the U.S. motorcycle market, and sales are also strong 
in Japan and Europe. Its annual output of 200,000 motorcycles 
covers 35 models in seven product lines (Sportster, Dyna, Softail, 
VRSC, Touring, Trike, and CVO). An important part of the Harley- 
Davidson product is customer services. Harley dealerships help 
differentiate its product with customer training, warranties, 
guarantees, repairs and accessories. Harley dealerships become 
social centers for customers to interact and have fun. 


Although Harley-Davidson teetered on the brink of bankruptcy 
in the 1980s, it roared back by limiting production to focus on 

a consistently high level of quality. Like other automobile and 
motorcycle manufacturers, the company is facing decreased 
sales due to the slow economy, but Harley-Davidson hope to 
revitalize the company with its new products. The new motor- 
cycles combine the brand's image of freedom and individuality 
with styling, performance, and features that appeal to younger 
buyers and women buyers. To attract first-time buyers as well as 
experienced riders trading up to better bikes, Harley-Davidson 
prices its motorcycles starting at $6,999 and also offers financing 
and insurance. Each model's price depends on its specific combi- 
nation of features and styling. 


Buyers can also order limited-edition motorcycles custom built 
with distinctive paint designs and accessories. Customers see 
their bikes as a way of expressing their individuality. However, 
Harley-Davidson selects only a small number of orders annually 
for custom-built bikes. Not surprisingly, these custom products 
are in high demand. The product modifications that go into 
custom bikes are almost like new models of the same brand, but 
they represent a one-time production run. 


To encourage the next generation of biking enthusiasts to learn 
to drive a motorcycle and then buy the Harley-Davidson bike of 
their dreams, many of the company’s dealers offer the Rider's 
Edge driving course. Since 2000, when the course was first 
offered, more than 150,000 people have graduated and earned 
a motorcycle license. The Rider's Edge also helps experienced 
riders to hone their driving skills and learn special techniques for 
riding in groups. 
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Har.ey-Davipson: More THAN JusT 


Group riding is such an important part of the overall product 
experience that the company founded the Harley Owners 
Group (HOG) to foster a sense of community among its custom- 
ers. Today, more than 1 million HOG members enjoy benefits 
such as access to dozens of exclusive group rides, a special 
customer service hotline, and a members-only website. They 
also receive two magazines: Hog Tales, with articles about 
members and member events, and Enthusiast, with articles 
about Harley-Davidson’s goods and services. In addition, 
customers can use the Harley-Davidson website to plan travel, 
book hotels, rent bikes, or ship their bikes for their next riding 
adventure. 


Knowing that customers are passionate about motorcycles and 
about Harley-Davidson in particular, the company arranges 
tours at four of its factories in Wisconsin, Pennsylvania, and 
Missouri. It opened the Harley-Davidson Museum in Milwaukee, 
Wisconsin, home of its headquarters, with 130,000 square 

feet of exhibits. Many of the exhibits feature products from 
Harley-Davidson’s past, including a sample of the bikes, boats, 
golf carts, and snowmobiles the company once manufactured. 
Museum-goers can get a taste of the Harley experience by 
climbing onto one of the company’s current bikes for a virtual 
ride through beautiful country scenery projected on a big 
screen. 


The museum also looks ahead by highlighting Harley- 
Davidson's latest technology, its newest engines, and the inner 
workings of its new-product development process. One exhibit 
shows how a new motorcycle starts life as a sketch, is trans- 
formed into a clay model, becomes a testable prototype, and 
ultimately enters full production. “In creating this museum, we 
wanted to make sure that it told an evolving story,’ says the 
museum director. “We have a rich heritage, but we also have an 
exciting future.’ 


QUESTIONS FOR DISCUSSION 


1. Why would Harley-Davidson put as much emphasis on 
consistency of quality as it does on level of quality? 


2. How does Harley-Davidson use customer services to differ- 
entiate its motorcycle products? 


3. What role do you think the Harley-Davidson Museum might 
play in influencing how consumers perceive the company 
and its products? 


© Russell Kord/Alamy 


PRICING DECISIONS 


To provide a satisfying marketing mix, an organization must set a price that is acceptable 
to target market members. Pricing decisions can have numerous effects on other parts 
of the marketing mix. For example, price can influence how customers perceive the 
product, what types of marketing institutions are used to distribute the product, and 
how the product is promoted. Chapter 12 discusses the importance of price and looks 

at some characteristics of price and nonprice competition. It explores fundamental 
concepts such as demand, elasticity, marginal analysis, and break-even analysis. The 
chapter then examines the major factors that affect marketers’ pricing decisions. 
Chapter 13 discusses six major stages that marketers use to establish prices. 


Economic 
forces 


Distribution 


Promotion 


Technological 
forces 
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Understand the role of 
price. 


Identify the characteristics 
of price and nonprice 
competition. 


Explore demand curves 
and price elasticity of 
demand. 


Examine the relationships 
among demand, costs, and 
profits. 


Describe key factors that 
may influence marketers’ 
pricing decisions. 


Consider issues affecting 
the pricing of products for 
business markets. 
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Amazon Pushes Products with No 
Inventory or Shipping Costs 


Online retail pioneer Amazon.com has built a profitable $34.2 billion busi- 
ness by paying close attention to pricing details. Founded as a web-based 
discount bookstore, Amazon has since expanded into dozens of product cat- 
egories and countries. The company constantly invests in new technology to 
upgrade its sites, systems, and offerings. Although high-tech costs are a drag 
on profit margins, they are essential to Amazon's strategy of keeping custom- 
ers loyal by making shopping easy, fast, and fun. 

One hallmark of Amazon's pricing is its long-running offer of free ship- 
ping for orders of $25 or more. Because shoppers know they are saving 
money, they are more inclined to keep spending even after they reach the 
$25 order threshold to qualify for free shipping. Free shipping has helped 
Amazon build sales over the years, but it has also increased costs and cut into 
profits. 

All-digital products like electronic books, music, movies, and games are 
lucrative because they entail no inventory or shipping costs, so Amazon is 
moving aggressively into digital content. For example, it recently purchased 
LoveFilm, a major movie-on-demand service in Europe. Its Kindle, an e-book 
reader that allows customers to wirelessly download books, newspapers, 
and magazines, is also doing well. With increased competition from Barnes & 
Noble’s e-book reader and Apple's iPad, Amazon has lowered the Kindle’s 
price and increased promotional activities to keep up sales momentum. 
Looking ahead, Amazon will be paying close attention to the pricing of rival 
gadgets and the way digital content is being priced.’ 
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ike Amazon, many firms use pricing as a tool to compete against major competitors. 

However, their rivals also may employ pricing as a major competitive tool. In some 
industries, firms are very successful even if they don’t have the lowest prices. The best price is 
not always the lowest price. 

In this chapter, we focus first on the nature of price and its importance to market- 
ers. We then consider some characteristics of price and nonprice competition. Next, 
we discuss several pricing-related concepts such as demand, elasticity, and break-even 
analysis. Then we examine in some detail the numerous factors that can influence pric- 
ing decisions. Finally, we discuss selected issues related to pricing products for business 
markets. 


The Nature of Price 


The purpose of marketing is to facilitate satisfying exchange relationships between 
buyer and seller. Price is the value paid for a product in a marketing exchange. Many 
factors may influence the assessment of value, including time constraints, price levels, 
perceived quality, and motivations to use available information about prices.’ In most 
marketing situations, the price is apparent to both buyer and seller. However, price does 
not always take the form of money paid. In fact, barter, the trading of products, is the 
oldest form of exchange. Money may or may not be involved. Barter among businesses 
accounts for about $12 billion in annual U.S. sales.? Certain websites help facilitate 
B2B bartering. 

Buyers’ interest in price stems from their expectations about the usefulness of a product 
or the satisfaction they may derive from it. Because consumers have limited resources, they 
must allocate those resources to obtain the products they most desire. They must decide 
whether the utility gained in an exchange is worth the buying power sacrificed. Almost any- 
thing of value—ideas, services, rights, and goods—can be assessed by a price. In our society, 
financial price is the measurement of value commonly used in exchanges. 

As pointed out in Chapter 11, developing a product may be a lengthy process. It 
takes time to plan promotion and to communicate benefits. Distribution usually requires 
a long-term commitment to dealers that will handle the product. Often, price is the only 
thing a marketer can change quickly to respond to changes in demand or to actions of 
competitors. Under certain circumstances, however, the price variable may be relatively 
inflexible. 

Price is a key element in the marketing mix because it relates directly to the generation of 
total revenue. The following equation is an important one for the entire organization: 


profit = total revenue — total costs 
profit = (price X quantity sold) — total costs 


Price affects an organization’s profits in several ways because it is a key component of the 
profit equation and can bea major determinant of quantities sold. For instance, price is a top 
priority for Hewlett-Packard in gaining market share and improving financial performance.‘ 
Furthermore, total costs are influenced by quantities sold. 

Because price has a psychological impact on customers, marketers can use it symbol- 
ically. By pricing high, they can emphasize the quality of a product and try to increase 
the prestige associated with its ownership. By lowering a price, marketers can empha- 
size a bargain and attract customers who go out of their way to save a small amount of 
money. Thus, as this chapter details, price can have strong effects on a firm’s sales and 


profitability. 
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Price and Nonprice Competition 


The competitive environment strongly influences the marketing mix decisions associated 
with a product. Pricing decisions are often made according to the price or nonprice competi- 
tive situation in a particular market. Price competition exists when consumers have difficulty 
distinguishing competitive offerings and marketers emphasize low prices. Nonprice competi- 
tion involves a focus on marketing mix elements other than price. 


PRICE COMPETITION 


When engaging in price competition, a marketer emphasizes price as an issue and matches 
or beats competitors’ prices. To compete effectively on a price basis, a firm should be the low- 
cost seller of the product. If all firms producing the same product charge the same price for it, 
the firm with the lowest costs is the most profitable. Firms that stress low price as a key mar- 
keting mix element tend to market standardized products. A seller competing on price may 
change prices frequently, or at least must be willing and able to do so. For example, when 
increasing numbers of coffee sellers entered the market, competition increased. Starbucks 
Corp. needed to counter the widespread perception that it was the home of the $4 cup of 
coffee, especially during the economic downturn. In order to compete with McDonald’s 
inexpensive coffee, Starbucks cut its coffee prices and started selling discounted breakfast 
foods for $3.95, including coffee.” Whenever competitors change their prices, the company 
usually responds quickly and aggressively. 

Price competition gives marketers flexibility. They can alter prices to account for changes 
in their costs or respond to changes in demand for the product. If competitors try to gain 
market share by cutting prices, a company competing on a price basis can react quickly 
to such efforts. However, a major drawback of price competition is that competitors have 
the flexibility to adjust prices too. If they quickly match or beat a company’s price cuts, a 
price war may ensue. For instance, Sony recently introduced a less expensive version of its 


Price and Nonprice 
Competition 

Consumer electronics, such as cell 
phones, are marketed using price 
competition. Lindt, like most 
other premium chocolate brands, 
engages in nonprice competition. 
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PlayStation 3, Microsoft reduced the price of its Xbox 360, and Nintendo slashed the price 
of the Wii. As companies fight for a greater share of the video game industry, consumers 
continue to see falling prices.° Chronic price wars such as this one can substantially weaken 
organizations. 


NONPRICE COMPETITION 


Nonprice competition occurs when a seller decides not to focus on price and instead 
emphasizes distinctive product features, service, product quality, promotion, packaging, or 
other factors to distinguish its product from competing brands. Thus, nonprice competi- 
tion allows a company to increase its brand’s unit sales through means other than changing 
the brand’s price. Mars, for example, markets not only Snickers and M&Ms, but also has 
an upscale candy line called Ethel’s Chocolate. With the tagline “eat chocolate, not preser- 
vatives,” Ethel’s Chocolate competes on the basis of taste, attractive appearance, and hip 
packaging, and thus has little need to engage in price competition.’ A major advantage of 
nonprice competition is that a firm can build customer loyalty toward its brand. If customers 
prefer a brand because of nonprice factors, they may not be easily lured away by competing 
firms and brands. In contrast, when price is the primary reason customers buy a particular 
brand, a competitor is often able to attract those customers through price cuts. 

Nonprice competition is effective only under certain conditions. A company must be 
able to distinguish its brand through unique product features, higher product quality, effec- 
tive promotion, distinctive packaging, or excellent customer service. Apple is known for 
producing products that demand a premium price because of the capabilities and service 
that come with its products. One writer went as far as to say that Linux will not be able to 
compete with the Apple iPad because it lacks the “magic” that Apple products have. It is dif- 
ficult to define and therefore imitate Apple’s magic; it is a combination of several qualities 
including the appearance of its products, ease of use, and product integration.* Buyers not 
only must be able to perceive these distinguishing characteristics but must also view them 
as important. The distinguishing features that set a particular brand apart from competitors 
should be difficult, if not impossible, for competitors to imitate. Finally, the firm must exten- 
sively promote the brand’s distinguishing characteristics to establish its superiority and set it 


nonprice competition 
Emphasizing factors other than 
price to distinguish a product 


; : : from competing brands 
apart from competitors in the minds of buyers. fears 


Will Buyers Pay More for Green Products? 


reen products are sometimes priced higher than 

their conventional counterparts, due to special 

materials, innovative manufacturing processes, 
or handling procedures that raise marketers’ costs. But will 
buyers pay more for green products? The short answer is: it 
depends. 


Surveys show that a core segment of consumers will pay a 
little more for green products, especially foods, beverages, and 
personal-care products. There are limits, however. Walmart 
recognizes that even a small price premium for green products 


can be a barrier. “When you ask [consumers] to pay more for a 
green product, you're also asking them to cut something else 
out of their life,” says Walmart’s chairman. 


Meanwhile, competition and economies of scale are lowering 
the costs of green products. Procter & Gamble, for example, 

is using promotional pricing to capture market share for its 
green household products. Over time, marketers will be able 
to cut prices of green products and attract more buyers as the 
price premium disappears. 
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Even a marketer that is competing on a nonprice basis cannot ignore competitors’ prices. 
This organization must be aware of them and sometimes be prepared to price its brand near 
or slightly above competing brands. Therefore, price remains a crucial marketing mix com- 
ponent even in environments that call for nonprice competition. 


Analysts of Demand 


Determining the demand for a product is the responsibility of marketing managers, who are 
aided in this task by marketing researchers and forecasters. Marketing research and forecast- 
ing techniques yield estimates of sales potential, or the quantity of a product that could be 
sold during a specific period. These estimates are helpful in establishing the relationship 
between a product’s price and the quantity demanded. 


THE DEMAND CuRVE 


For most products, the quantity demanded goes up as the price goes down, and the quantity 
demanded goes down as the price goes up. For example, after Nintendo Wii sales began to drop 
due to increased competition, the company reduced the price of its console by $50 in order to 
increase demand.’ Thus, an inverse relationship exists between price and quantity demanded. 
As long as the marketing environment and buyers’ needs, ability (purchasing power), willing- 
ness, and authority to buy remain stable, this fundamental inverse relationship holds. 

Figure 12.1 illustrates the effect of one variable, price, on the quantity demanded. The 
classic demand curve (D1) is a graph of the quantity of products expected to be sold at various 
prices if other factors remain constant. It illustrates that, as price falls, quantity demanded usu- 
ally rises. Demand depends on other factors in the marketing mix, including product quality, 
promotion, and distribution. An improvement in any of these factors may cause a shift to, say, 
demand curve D2. In such a case, an increased quantity (Q2) will be sold at the same price (7). 

Many types of demand exist, and not all conform to the classic demand curve shown in 
Figure 12.1. Prestige products, such as selected perfumes and jewelry, tend to sell better at 


Demand Curve Illustrating the Price/Quantity Relationship and 
Increase in Demand 
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Demand Curve Illustrating the Relationship between Price and 


___..__ Quantity for Prestige Products = 


Price 


One, 
Quantity 


high prices than at low ones. These products are desirable partly because their expense makes 
buyers feel elite. If the price fell drastically and many people owned these products, they 
would lose some of their appeal. The demand curve in Figure 12.2 shows the relationship 
between price and quantity demanded for prestige products. Quantity demanded is greater, 
not less, at higher prices. For a certain price range—from P1 to P2—the quantity demanded 
(Q1) goes up to Q2. After a certain point, however, raising the price backfires: if the price 
goes too high, the quantity demanded goes down. The figure shows that if price is raised 
from P2 to P3, quantity demanded goes back down from Q?2 to Q1. 
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DEMAND FLUCTUATIONS 


Changes in buyers’ needs, variations in the effectiveness 
of other marketing mix variables, the presence of substi- 
tutes, and dynamic environmental factors can influence 
demand. Restaurants and utility companies experience 
large fluctuations in demand daily. Toy manufacturers, 
fireworks suppliers, and air-conditioning and heating 
contractors also face demand fluctuations because of the 
seasonal nature of their products. The demand for broad- 
band services, beef, and flat-screen TVs has changed over 
the past few years. In some cases, demand fluctuations 


are predictable. It is no surprise to restaurants and util- 
ity company managers that demand fluctuates. However, 
changes in demand for other products may be less 
predictable, leading to problems for some companies. 
Other organizations anticipate demand fluctuations and develop new products and prices 
to meet consumers’ changing needs. 


Source: Deloitte LLP and Michigan State University survey of 1,100 millennial generation consumers 


ASSESSING PRICE ELASTICITY OF DEMAND 


Up to this point, we have seen how marketers identify the target market’s evaluation of 
price and its ability to purchase and how they examine demand to learn whether price 
is related inversely or directly to quantity. The next step is to assess price elasticity of 
demand. Price elasticity of demand provides a measure of the sensitivity of demand to 
changes in price. It is formally defined as the percentage change in quantity demanded 
relative to a given percentage change in price (see Figure 12.3).'° The percentage change 
in quantity demanded caused by a percentage change in price is much greater for elastic 
demand than for inelastic demand. For a product like electricity, demand is relatively 
inelastic: when its price increases, say, from P1 to P2, quantity demanded goes down 
only a little, from Q1 to Q2. For products like recreational vehicles, demand is relatively 
elastic: when price rises sharply, from P1 to P2, quantity demanded goes down a great 


deal, from Q1 to Q2. 
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If marketers can determine the price elasticity of demand, ee 
setting a price is much easier. By analyzing total revenues as 
prices change, marketers can determine whether a product is | 
price elastic. Total revenue is price times quantity; thus, 10,000 
rolls of wallpaper sold in one year at a price of $10 per roll 
equals $100,000 of total revenue. If demand is edastic, a change 
in price causes an opposite change in total revenue: an increase 
in price will decrease total revenue, and a decrease in price will 
increase total revenue. Jnelastic demand results in a change in 
the same direction as total revenue: an increase in price will 
increase total revenue, and a decrease in price will decrease | 
total revenue. Demand for gasoline, for example, is relatively 
inelastic—even when prices are close to $4 per gallon—because | 
people must still drive to work, run errands, shop, and engage | 
in other behaviors that require fuel for their vehicles. Although 
higher gasoline prices force more consumers to change some 


behaviors in an effort to reduce the amount of gasoline they use, | IS AVEM O NEY AND ENERGY | 


most cut spending in other areas instead because they require a by setting your thermostat to 78 during summer and 68 during winter. 


certain level of fuel for weekly activities like commuting. The a ——- SEER EEE 


| | In fact, this simple push of 3 button or flick of @ switch will save you 4 much as 
following formula determines the price elasticity of demand: > Vonage || ©] Seems tote scenery oer oe peat eee 


and enorgy, visit georglapower.com or call 800-524-2421. 
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Elasticity of Demand 


For instance, if demand falls by 8 percent when a seller Medemandtorelecnaty smelt? 


raises the price by 2 percent, the price elasticity of demand is —4 

(the negative sign indicating the inverse relationship between 

price and demand). If demand falls by 2 percent when price is 

increased by 4 percent, elasticity is —1/2. The less elastic the demand, the more beneficial it is 
for the seller to raise the price. Products without readily available substitutes and for which con- 
sumers have strong needs (e.g., electricity or appendectomies) usually have inelastic demand. 
Marketers cannot base prices solely on elasticity considerations. They must also examine the 
costs associated with different sales volumes and evaluate what happens to profits. 


Demand, Cost, and Profit 
Relationships 


The analysis of demand, cost, and profit is important because customers are becoming less 
tolerant of price increases, forcing manufacturers to find new ways to control costs. In the 
past, many customers desired premium brands and were willing to pay extra for those prod- 
ucts. Today, customers pass up certain brand names if they can pay less without sacrificing 
quality. To stay in business, a company must set prices that not only cover its costs but also 
meet customers’ expectations. In this section, we explore two approaches to understanding 
demand, cost, and profit relationships: marginal analysis and break-even analysis. 


MARGINAL ANALYSIS 


Marginal analysis examines what happens to a firm’s costs and revenues when production (or 
sales volume) changes by one unit. Both production costs and revenues must be evaluated. To 
determine the costs of production, it is necessary to distinguish among several types of costs. 


Fixed costs do not vary with changes in the number of units produced or sold. For example, 
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a wallpaper manufacturer's cost of renting a factory does not change because production 
increases from one to two shifts a day or because twice as much wallpaper is sold. Rent may 
go up, but not because the factory has doubled production or revenue. Average fixed cost is 
the fixed cost per unit produced and is calculated by dividing fixed costs by the number of 
units produced. 

Variable costs vary directly with changes in the number of units produced or sold. The 
wages for a second shift and the cost of twice as much wallpaper are extra costs incurred 
when production is doubled. Variable costs are usually constant per unit; that is, twice as 
many workers and twice as much material produce twice as many rolls of wallpaper. Average 
variable cost, the variable cost per unit produced, is calculated by dividing the variable costs 
by the number of units produced. 

Total cost is the sum of average fixed costs and average variable costs times the quantity 
produced. The average total cost is the sum of the average fixed cost and the average variable 
cost. Marginal cost (MC) is the extra cost a firm incurs when it produces one more unit of 
a product. 

Table 12.1 illustrates various costs and their relationships. Notice that average fixed cost 
declines as output increases. Average variable cost follows a U shape, as does average total 
cost. Because average total cost continues to fall after average variable cost begins to rise, its 
lowest point is at a higher level of output than that of average variable cost. Average total cost 
is lowest at five units at a cost of $22.00, whereas average variable cost is lowest at three units 
at a cost of $10.67. As Figure 12.4 shows, marginal cost equals average total cost at the lat- 


ter’s lowest level. In Table 12.1, this occurs between five and six units of production. Average 


Costs and Their Relationships 
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FIGURE 12.4 Typical Marginal Cost and Average Total Cost Relationship = 
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total cost decreases as long as marginal cost is less than average total cost and increases when 
marginal cost rises above average total cost. 

Marginal revenue (MR) is the change in total revenue that occurs when a firm sells 
an additional unit of a product. Figure 12.5 depicts marginal revenue and a demand curve. 
Most firms in the United States face downward-sloping demand curves for their products; in 
other words, they must lower their prices to sell additional units. This situation means that 
each additional unit of product sold provides the firm with less revenue than the previous 
unit sold. MR then becomes less-than-average revenue, as Figure 12.5 shows. Eventually, 
MR reaches zero, and the sale of additional units actually hurts the firm. 

However, before the firm can determine whether a unit makes a profit, it must know 
its cost, as well as its revenue, because profit equals revenue minus cost. If MR is a unit’s 
addition to revenue and MC is a unit’s addition to cost, MR minus MC tells us whether the 
unit is profitable. Table 12.2 illustrates the relationships among price, quantity sold, total 
revenue, marginal revenue, marginal cost, and total cost. It indicates where maximum profits 
are possible at various combinations of price and cost. Notice that the total cost and the mar- 
ginal cost figures in Table 12.2 are calculated and appear in Table 12.1. 


.J___ Typical Marginal Revenue and Average Revenue Relationship. 


e Demand ; 
8 “a. (average revenue) 
: = ; 2 
ist a ere 

iy Marginal 

revenue 

fe Quantity 


inal cost (MC) 


PART 5: PRICING DECISIONS 


_TABLE 12.2 Marginal Analysis Method for Determining the Most Profitable Price === 


3 
2 Total a 5 6 r 4 
1 Quantity Revenue Marginal Marginal Total Profit 
Price Sold (1) x (2) Revenue Cost Cost (3) - (6) 


$57 $57 $57 $60 $60 $-3 
er el ne ee 


*Boldface indicates the best price—profit combination 


Profit is the highest where MC = MR. In Table 12.2, note that at a quantity of four 
units, profit is the highest and MR — MC = 0. The best price is $33, and the profit is 
$42. Up to this point, the additional revenue generated from an extra unit sold exceeds 
the additional cost of producing it. Beyond this point, the additional cost of producing 
another unit exceeds the additional revenue generated, and profits decrease. If the price 
were based on minimum average total cost—$22 (Table 12.1)—it would result in a lower 
profit of $40 (Table 12.2) for five units priced at $30 versus a profit of $42 for four units 
priced at $33. 

Graphically combining Figures 12.4 and 12.5 into Figure 12.6 shows that any unit for 
which MR exceeds MC adds to a firm’s profits, and any unit for which MC exceeds MR 


2.6 Combining the Marginal Cost and Marginal Revenue Concepts for Optimal Profit. «= 
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subtracts from profits. The firm should produce at the point where MR equals MC, because 
this is the most profitable level of production. 

This discussion of marginal analysis may give the false impression that pricing can be 
highly precise. If revenue (demand) and cost (supply) remained constant, prices could be 
set for maximum profits. In practice, however, cost and revenue change frequently. The 
competitive tactics of other firms or government action can quickly undermine a compa- 
ny’s expectations of revenue. Thus, marginal analysis is only a model from which to work. 
It offers little help in pricing new products before costs and revenues are established. On 
the other hand, in setting prices of existing products, especially in competitive situations, 
most marketers can benefit by understanding the relationship between marginal cost and 


marginal revenue. 


BREAK-EVEN ANALYSIS 


The point at which the costs of producing a product equal the revenue made from selling 
the product is the break-even point. If a wallpaper manufacturer has total annual costs 
of $100,000 and sells $100,000 worth of wallpaper in the same year, the company has 
broken even. 

Figure 12.7 illustrates the relationships among costs, revenue, profits, and losses involved 
in determining the break-even point. Knowing the number of units necessary to break even 
is important in setting the price. If a product priced at $100 per unit has an average variable 
cost of $60 per unit, the contribution to fixed costs is $40. If total fixed costs are $120,000, 
the break-even point in units is determined as follows: 


fixed costs 
break-even point = 


per-unit contribution to fixed costs 
fixed costs 
price-variable costs 
$120,000 
$40 
= 3,000 units 


FIGURE 12.7. Determining the Break-Even Point 
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Break-Even Analysis 
Many airlines do not break even. 
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To calculate the break-even point in terms of dollar 
sales volume, the seller multiplies the break-even point in 
units by the price per unit. In the preceding example, the 
break-even point in terms of dollar sales volume is 3,000 
(units) times $100, or $300,000. 

To use break-even analysis effectively, a marketer 
should determine the break-even point for each of sev- 
eral alternative prices. This determination allows the 
marketer to compare the effects on total revenue, total 
costs, and the break-even point for each price under 
consideration. Although this comparative analysis may 
not tell the marketer exactly what price to charge, it will 
identify highly undesirable price alternatives that should 
definitely be avoided. 

Break-even analysis is simple and straightforward. 
It does assume, however, that the quantity demanded is 
basically fixed (inelastic) and that the major task in set- 
ting prices is to recover costs. It focuses more on how to 
break even than on how to achieve a pricing objective, 
such as percentage of market share or return on invest- 
ment. Nonetheless, marketing managers can use this 
concept to determine whether a product will achieve at 
least a break-even volume. 


Factors That Affect 
Pricing Decisions 


© David Hancock/Alamy 


Pricing decisions can be complex because of the number 

of factors to consider. Frequently, there is considerable 
uncertainty about the reactions to price among buyers, channel members, and competitors. 
Price is also an important consideration in marketing planning, market analysis, and sales 
forecasting. It is a major issue when assessing a brand’s position relative to competing brands. 
Most factors that affect pricing decisions can be grouped into one of the eight categories 
shown in Figure 12.8. In this section, we explore how each of these groups of factors enters 
into price decision making. 


ORGANIZATIONAL AND MARKETING OBJECTIVES 


Marketers should set prices that are consistent with the organization’s goals and mission. 
For example, a retailer trying to position itself as value-oriented may wish to set prices that 
are quite reasonable relative to product quality. In this case, a marketer would not want to 
set premium prices on products but would strive to price products in line with this overall 
organizational goal. 

Pricing decisions should also be compatible with the firm’s marketing objectives. For 
instance, suppose one of a producer’s marketing objectives is a 12 percent increase in unit 
sales by the end of the following year. Assuming buyers are price-sensitive, increasing 
the price or setting a price above the average market price would not be in line with this 
objective. 
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_ Factors That Affect Pricing Decisions _ 
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Pricing 
decisions 


ae 


Types OF PRICING OBJECTIVES 


The types of pricing objectives a marketer uses obviously have considerable bearing on the 
determination of prices. For instance, an organization that uses pricing to increase its market 
share would likely set the brand’s price below those of competing brands of similar quality 
to attract competitors’ customers. A marketer sometimes uses temporary price reductions in 
the hope of gaining market share. If a business needs to raise cash quickly, it will likely use 
temporary price reductions, such as sales, rebates, and special discounts. We examine pricing 
objectives in more detail in the next chapter. 


Costs 


Clearly, costs must be an issue when establishing price. A firm may temporarily sell products 
below cost to match competition, generate cash flow, or even increase market share, but 
in the long run, it cannot survive by selling its products below cost. Even a firm that has a 
high-volume business cannot survive if each item is sold slightly below its cost. A marketer 
should be careful to analyze all costs so they can be included in the total cost associated with 
a product. 

To maintain market share and revenue in an increasingly price-sensitive market, many 
marketers have concentrated on reducing costs. Sony, for example, was able to remain in 
business during the recession by eliminating more than 20,000 jobs, closing 20 percent of 
its plants, and redesigning its supply chain to cut costs by more than $3 billion. The com- 
pany also reduced the production costs of its televisions, digital cameras, and video game 
consoles.'! 

Labor-saving technologies, a focus on quality, and efficient manufacturing processes 
have brought productivity gains that translate into reduced costs and lower prices for 
customers. In an industry ravaged by labor concerns and monetary losses, Southwest 
Airlines has managed to stay one step ahead of its larger rivals. Southwest is the low- 
fare leader on more of the top 100 routes in the United States than the three largest 
airlines—American, Delta, and United. One reason for the Texas-based airline’s success 
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Making Freemium Pay Off 


or companies that market online offerings, one of 

the hottest trends in pricing is freemium. The idea is 

to let customers download or access stripped-down, 
sample, or limited versions of an online product for free. Then, 
customers who want or need more can pay to upgrade to full- 
featured versions. 


Some companies that rely on freemium pricing generate part 


they can charge advertisers for posting messages to reach 
that audience. Evernote, a company that makes download- 
able software for collecting, storing, and searching “notes” on 
computers, smartphones, or the Web, has more than 3 million 
freemium users. That's a sizable audience for advertisers. Yet 
much of Evernote’s $45 million in annual revenue comes from 
the thousands of customers who pay $5 per month for more 


storage space, additional security features, and no advertising. 


of their revenue from the sale of advertising. The more visitors 
Can freemium pricing lead to long-term profits?° 


they can attract with their free basic offer, the more money 


is its ability to control costs. Southwest’s per-seat mile costs are somewhat lower than 
those of its “big three” rivals. However, Southwest now faces competition from other 
low-cost airlines like JetBlue. 

Besides considering the costs associated with a particular product, marketers must take 
into account the costs the product shares with others in the product line. Products often 
share some costs, particularly the costs of research and development, production, and dis- 
tribution. Most marketers view a product’s cost as a minimum, or floor, below which the 
product cannot be priced. 


OTHER MARKETING Mix VARIABLES 


All marketing mix variables are highly interrelated. Pricing decisions can influence evalua- 
tions and activities associated with product, distribution, and promotion variables. A prod- 
uct’s price frequently affects the demand for that item. A high price, for instance, may result 
in low unit sales, which in turn may lead to higher production costs per unit. Conversely, 
lower per-unit production costs may result from a low price. For many products, buyers 
associate better product quality with a high price and poorer product quality with a low 
price. This perceived price—quality relationship influences customers’ overall image of prod- 
ucts or brands. For example, some individuals view Apple computers as higher quality than 
other brands’ computers and are willing to pay a higher price. Individuals who associate 
quality with a high price are likely to purchase products with well-established and recogniz- 
able brand names.”” 

The price of a product is linked to several dimensions of its distribution. Premium- 
priced products—Bentley or Rolls-Royce automobiles, for example—are often marketed 
through selective or exclusive distribution; lower-priced products in the same product cat- 
egory may be sold through intensive distribution. For instance, Cross pens are distributed 
through selective distribution and Bic pens through intensive distribution. Moreover, an 
increase in physical distribution costs, such as shipping, may have to be passed on to cus- 
tomers. When fuel prices increase significantly, some distribution companies pass on these 
additional costs through surcharges or higher prices. When setting a price, the profit margins 
of marketing channel members, such as wholesalers and retailers, must also be considered. 
Channel members must be adequately compensated for the functions they perform. 
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Price may determine how a product is promoted. 
Bargain prices are often included in advertisements. 
Premium prices are less likely to be advertised, though 
they are sometimes included in advertisements for upscale 
items like luxury cars or fine jewelry. Higher-priced prod- 
ucts are more likely than lower-priced ones to require per- 
sonal selling. Furthermore, the price structure can affect a 
salesperson’s relationship with customers. A complex pric- 
ing structure takes longer to explain to customers, is more 
likely to confuse potential buyers, and may cause misun- 
derstandings that result in long-term customer dissatisfac- 
tion. For example, the pricing structures of many airlines | : 
are complex and frequently confuse ticket sales agents and , oq phe ice tae 
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travelers alike. a ake the load off your sho, 
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CHANNEL MEMBER 
EXPECTATIONS 


When making price decisions, a producer must consider 
what members of the distribution channel expect. A 
channel member certainly expects to receive a profit for 
the functions it performs. The amount of profit expected 
depends on what the intermediary could make if it were 
handling a competing product instead. Also, the amount 
of time and the resources required to carry the product 
influence intermediaries’ expectations. 

Channel members often expect producers to give dis- 
counts for large orders and prompt payment. At times, resell- es ee 
ers expect producers to provide several support activities, Customer Interpretation and Response 
such as sales training, service training, repair advisory service, Over the past few years, a number of airlines have imposed 
cooperative advertising, sales promotions, and perhaps a additional charges for baggage, food, fuel, and video. Many 
program for returning unsold merchandise to the producer. Sea NER AGU IES e em Gndh coe CaN 
These support activities clearly have associated costs that a 
producer must consider when determining prices. 
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CUSTOMERS INTERPRETATION AND RESPONSE 


When making pricing decisions, marketers should address a vital question: How will our 
customers interpret our prices and respond to them? Jnterpretation in this context refers to 
what the price means or what it communicates to customers. Does the price mean “high 
quality” or “low quality,” or “great deal,” “fair price,” or “rip-off”? Customer response refers to 
whether the price will move customers closer to purchase of the product and the degree to 
which the price enhances their satisfaction with the purchase experience and with the prod- 
uct after purchase. 

Customers’ interpretation of and response to a price are to some degree determined by 
their assessment of value, or what they receive compared with what they give up to make the 
purchase. In evaluating what they receive, customers consider product attributes, benefits, 
advantages, disadvantages, the probability of using the product, and possibly the status asso- 
ciated with the product. In assessing the cost of the product, customers likely will consider its 
price, the amount of time and effort required to obtain it, and perhaps the resources required 
to maintain it after purchase. 
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At times, customers interpret a higher price as higher product quality. They are espe- 
cially likely to make this price—quality association when they cannot judge the quality of 
the product themselves. This is not always the case, however; whether price is equated 
with quality depends on the types of customers and products involved. Obviously 
marketers that rely on customers making a price—quality association and that provide 
moderate- or low-quality products at high prices will be unable to build long-term 
customer relationships. 

When interpreting and responding to prices, how do customers determine if the 
price is too high, too low, or about right? In general, they compare prices with internal 
or external reference prices. An internal reference price is a price developed in the buy- 
ers mind through experience with the product. It reflects a belief that a product should 
cost approximately a certain amount. To arrive at an internal reference price, consumers 
may consider one or more values, including what they think the product “ought” to cost, 
the price usually charged for it, the last price they paid, the highest and lowest amounts 
they would be willing to pay, the price of the brand they usually buy, the average price of 
similar products, the expected future price, and the typical discounted price.'? Research 
has found that less-confident consumers tend to have higher internal reference prices 
than consumers with greater confidence, and frequent buyers—perhaps because of their 
experience and confidence—are more likely to judge high prices unfairly.'* As consum- 
ers, our experiences have given each of us internal ref- 
erence prices for a number of products. For instance, 
most of us have a reasonable idea of how much to pay 
for a six-pack of soft drinks, a loaf of bread, or a cup of 


For the product categories with which we have less 


Delivered to Your Door experience, we rely more heavily on external reference 


Over 7,000 Titles ¢ No Late Fees ¢ Free Shipping 


prices. An external reference price is a comparison 
price provided by others, such as retailers or manufac- 

turers. Some grocery and electronics stores, for exam- 
Fy ple, will show other stores’ prices next to their price of 
a | : a particular good if their price is lower than the com- 
= petitor’s. This provides a reference point for consumers 
unfamiliar with the product category. Customers’ per- 
ceptions of prices are also influenced by their expec- 
tations about future price increases, what they paid 
for the product recently, and what they would like to 
pay for the product. Other factors affecting customers 
perceptions of whether the price is right include time or 
financial constraints, the costs associated with search- 
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External Reference Price 


Advertisements, like this one, provide information that customers 
use to establish or change their reference prices. 


ing products may allow the firm to set a price that differs 

significantly from rivals’ prices. If the product is deemed 

superior to most of the competition, a premium price 

may be feasible. However, even products with superior 

we quality can be overpriced. Strong brand loyalty some- 
times provides the opportunity to charge a premium 
price. On the other hand, if buyers view a product less 
than favorably (though not extremely negatively), a lower 
price may generate sales. 
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In the context of price, buyers can be characterized 
according to their degree of value consciousness, price con- 
sciousness, and prestige sensitivity. Marketers that understand 
these characteristics are better able to set pricing objectives 
and policies. Value-conscious consumers are concerned 
about both price and quality of a product.'? During reces- 
sions, customers become more value and price conscious and 
tend to limit discretionary spending. Lululemon Athletica, a 
yoga apparel and accessories retailer, realized this when the 
company was facing drastic declines in sales during the recent 
economic slump. Because customers were cutting back on 
their personal trainers, Lululemon began offering more free 
yoga classes. By focusing on value, the company increased 
net revenue by 17 percent the first three quarters of that 
year.'° These value-conscious consumers may perceive value 
as quality per unit of price or as not only economic savings 
but also the additional gains expected from one product over 
a competitor's brand. The first view is appropriate for com- 
modities such as bottled water, bananas, and gasoline. If a 
value-conscious consumer perceives the quality of gasoline to 
be the same for Exxon and Shell, he or she will go to the 
station with the lower price. For consumers looking not just 
for economic value but additional gains they expect from one 
brand over another, a product differentiation value could be 
associated with benefits and features that are believed to be 
unique.'’ For example, a BMW may be considered to be bet- 
ter than a Cadillac. 

Price-conscious individuals strive to pay low prices. They 
want the lowest prices and would respond to Walmart’s claim 
that “we sell for less.” To further capitalize on this, Walmart 
emphasizes the amount of money its customers can save and 
added 80 new products that carry the Great Value brand."* 


Entrepreneurship in Marketing 


Pay-What-You-Wish Pricing 
at Panera Cares 


How many restaurant chains would even consider 
putting up a pay-what-you-wish menu? Ron Chaich, the 
chairman of Panera Bread, has done just that with the 
company’s nonprofit Panera Cares community cafés. 


The idea grew out of Chaich’s concern for feeding 
homeless and poor people. Realizing that his company 
was in a unique position to help, he spearheaded 

the opening of the first Panera Cares café in Clayton, 
Missouri. Additional units are now open in Dearborn, 
Michigan, and Portland, Oregon. 


Although the menu shows suggested prices, and signs 
remind customers that Panera Cares runs on the honor 
system, cashiers will accept whatever customers choose 
to pay. So far, about 60 percent of the customers pay the 
suggested price, 20 percent pay more, and 20 percent 
pay less. Chaich hopes to expand the café concept to 
other cities soon. “It’s not about starting a business,’ he 
explains. “It’s about solving problems. That's what being 
an entrepreneur is.”“ 


Prestige-sensitive buyers focus on purchasing products that signify prominence and 


status. For instance, Coty Inc., a major producer of fragrances and beauty products for 
prestige-sensitive buyers, recently partnered with the Home Shopping Network (HSN) 
to offer select Coty products. One such product is the Lancaster 365 Cellular Elixer, an 
advanced anti-aging product from Coty Prestige’s Lancaster brand, which costs $95 for a 
1.7-fluid ounce bottle.” 

Some consumers vary in their degree of value, price, and prestige consciousness. In 
some market segments, consumers “trade up” to higher-status products in categories such 
as automobiles, home appliances, restaurants, and even pet food, yet remain price conscious 
regarding cleaning and grocery products. This trend has benefited marketers like Starbucks, 
Sub-Zero, BMW, Whole Foods, and PETCO, which can charge premium prices for high- 
quality, prestige products. 


COMPETITION 


A marketer needs to know competitors’ prices so it can adjust its own prices accordingly. 
This does not mean a company will necessarily match competitors’ prices; it may set its price 
above or below theirs. However, for some organizations (such as airlines), matching competi- 
tors’ prices is an important strategy for survival. 


value conscious 
Concerned about price and 
quality of a product 


price conscious 
Striving to pay low prices 


prestige sensitive 
Drawn to products that signify 
prominence and status 


Impact of Market 
Structure 

The camera industry is an 
example of an oligopoly. 
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When adjusting prices, a marketer must assess how competitors will respond. Will competitors 
change their prices and, if so, will they raise or lower them? In Chapter 3, we described several 
types of competitive market structures. The structure that characterizes the industry to which 
a firm belongs affects the flexibility of price setting. For example, because of reduced pricing 
regulation, firms in the telecommunications industry have moved from a monopolistic market 
structure to an oligopolistic one, which has resulted in significant price competition. 

When an organization operates as a monopoly and is unregulated, it can set whatever 
prices the market will bear. However, the company may not price the product at the highest- 
possible level to avoid government regulation or penetrate a market by using a lower price. 
If the monopoly is regulated, it normally has less pricing flexibility; the regulatory body 
lets it set prices that generate a reasonable but not excessive return. A government-owned 
monopoly may price products below cost to make them accessible to people who otherwise 
could not afford them. Transit systems, for example, sometimes operate this way. However, 
government-owned monopolies sometimes charge higher prices to control demand. In some 
states with state-owned liquor stores, the price of liquor is higher than in states where liquor 
stores are not owned by a government body. 

The automotive and airline industries exemplify oligopolies, in which only a few sellers 
operate and barriers to competitive entry are high. Companies in such industries can raise 
their prices in the hope that competitors will do the same. When an organization cuts its 
price to gain a competitive edge, other companies are likely to follow suit. Thus, very little 
advantage is gained through price cuts in an oligopolistic market structure. 

A market structure characterized by monopolistic competition has numerous sellers with 
product offerings that are differentiated by physical characteristics, features, quality, and 
brand images. The distinguishing characteristics of its product may allow a company to set 


a different price than its competitors. However, firms in a monopolistic competitive market 
structure are likely to practice nonprice competition, discussed earlier in this chapter. 

Under conditions of perfect competition, many sellers exist. Buyers view all sellers’ 
products as the same. All firms sell their products at the going market price, and buyers 
will not pay more than that. This type of market structure, then, gives a marketer no 
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flexibility in setting prices. Farming, as an industry, has some 
characteristics of perfect competition. Farmers sell their prod- 
ucts at the going market price. At times, for example, corn, 
soybean, and wheat growers have had bumper crops and been 
forced to sell them at depressed market prices. 


LEGAL AND REGULATORY ISSUES 


Legal and regulatory issues influence pricing decisions. To curb 
inflation, the federal government can invoke price controls, 
freeze prices at certain levels, or determine the rates at which 
firms may increase prices. In some states and many other coun- 
tries, regulatory agencies set prices on such products as insur- 
ance, dairy products, and liquor. 

Many regulations and laws affect pricing decisions and activ- 
ities in the United States. The Sherman Antitrust Act prohibits 
conspiracies to control prices, and in interpreting the act, courts 
have ruled that price fixing among firms in an industry is illegal. 
Marketers must refrain from fixing prices by developing inde- 
pendent pricing policies and setting prices in ways that do not 
even hint at collusion. Recently, the Justice Department began 
issuing fines to several airlines after an investigation uncovered 
a price-fixing scheme in which many airlines were inflating pas- 
senger and cargo fuel surcharges to make up for lower profits 
during the economic recession. The case, which involves mostly 
international carriers, has resulted in more than $1.7 billion in 
fines to 21 airlines.*? Both the Federal Trade Commission Act 
and the Wheeler-Lea Act prohibit deceptive pricing. Some other 
nations and trade agreements have similar prohibitions. The 
European Commission, for example, is investigating allegations 
of anticompetitive activity in the e-book publishing industry 
and recently started performing unannounced inspections of 


Pushing for Pricing 
Transparency 


ISSUE: Should airlines be forced to disclose the entire 
price of airfares on their websites? 


Many travel websites attract online buyers with what 
look like bargain airfares. However, when customers 
actually click to buy, they often discover hidden fees and 
taxes that drive the final price much higher. Checking 
luggage or ordering a meal, for example, can add to the 
cost of the ticket. 


Fees are a lucrative revenue source for airlines, which have 
seen profits squeezed by competition and shifting fuel 
costs. The issue here is not the fees themselves but when 
and how the total price of a ticket is displayed online. 


Now travel agents, industry associations, and corporate 
travel departments are pushing for more transparency 
in the way ticket prices—fees, taxes, and all—are 
disclosed. Hundreds have joined a group called Open 
Allies for Airfare Transparency, which is urging the U.S. 
Department of Transportation to mandate disclosure of 
extra charges early in the buying process so customers 
can compare airfares and make informed decisions.¢ 


several e-book publishing companies to get a better idea of their pricing strategies.*! In 
establishing prices, marketers must guard against deceiving customers. 
The Robinson-Patman Act has had a particularly strong impact on pricing decisions. 


For various reasons, marketers may wish to sell the same type of product at different prices. 
Provisions in the Robinson-Patman Act, as well as those in the Clayton Act, limit the use of 
such price differentials. Price discrimination, the practice of employing price differentials that 
tend to injure competition by giving one or more buyers a competitive advantage over other 
buyers, is prohibited by law. Currently, the biggest U.S. oil company, ExxonMobil Corp., is 
facing a lawsuit from some of its operators in New Jersey. Exxon apparently divides stations 
into zones and charges different rates to each zone for gasoline as well as delivers gasoline 
on a schedule that saves Exxon money while costing the operator more. Operators cite the 
Robinson-Patman Act as one of the laws violated by their supplier.” However, not all price dif- 
ferentials are discriminatory. A marketer can use price differentials if they do not hinder com- 
petition, result from differences in the costs of selling or transportation to various customers, or 
arise because the firm has had to cut its price to a particular buyer to meet competitors’ prices. 
Airlines, for example, may charge different customers different prices for the same flights based 
on the availability of seats at the time of purchase. As a result, flyers sitting in adjacent seats may 
have paid vastly different fares because one passenger booked weeks ahead, whereas the other 
booked on the spur of the moment a few days before when only a few seats were still available. 
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Pricing for Business Markets 


ge q ny 
trade \runctional) 


discount Business markets consist of individuals and organizations that purchase products for resale, 
use those products in their own operations, or produce other products. Establishing prices for 
this category of buyers sometimes differs from setting prices for consumers. Differences in 
the size of purchases, geographic factors, and transportation considerations require sellers to 
adjust prices. In this section, we discuss several issues unique to the pricing of business prod- 


ucts, including discounts, geographic pricing, and transfer pricing. 


Prick DISCOUNTING 


Producers commonly provide intermediaries with discounts, or reductions, from list prices. 
Although many types of discounts exist, they usually fall into one of five categories: trade, 
quantity, cash, seasonal, and allowance. Table 12.3 summarizes some reasons to use each type 


cumulative discounts 


of discount and provides examples. Such discounts can be a significant factor in a marketing 
strategy. 


Trade Discounts 


A reduction off the list price given by a producer to an intermediary for performing cer- 
tain functions is called a trade (functional) discount. A trade discount is usually stated in 
terms of a percentage or series of percentages off the list price. Intermediaries are given trade 
discounts as compensation for performing various functions, such as selling, transporting, 


Discounts Used for Business Markets 


Type Reasons for Use Examples 
Trade To attract and keep effective resellers by compensat- | A college bookstore pays about (functional) one- 
ing them for performing certain functions, such as third less for a new textbook than the retail price a 
transportation, warehousing, selling, and providing student pays. 
credit 
Quantity To encourage customers to buy large quantities Large department store chains purchase some e 
when making purchases and, in the case of cumula- women’s apparel at lower prices than do individu- : 
tive discounts, to encourage customer loyalty ally owned specialty stores. 
Cash To reduce expenses associated with accounts receiv- | Numerous companies serving business markets te 
able and collection by encouraging prompt payment | allow a 2 percent discount if an account is paid e 
of accounts within 10 days. . 
Seasonal To allow a marketer to use resources more efficiently | Florida hotels provide companies holding national S 
by stimulating sales during off-peak periods and regional sales meetings with deeply dis- me 
; : ee 
counted accommodations during the summer es 
months. & 
te 
Allowance In the case of a trade-in allowance, to assist the buyer | A farm equipment dealer takes a farmer's used . 
in making the purchase and potentially earning a tractor as a trade-in on a new one. Nabisco pays a : 
i profit on the resale of used equipment; in the case of | promotional allowance to a supermarket for setting e 
m a promotional allowance, to ensure that dealers par- up and maintaining a large, end-of-aisle display for 5 
x ticipate in advertising and sales support programs a two-week period. e 
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storing, final processing, and perhaps providing credit services. Although certain trade dis- 
counts are often a standard practice within an industry, discounts vary considerably among 
industries. It is important that a manufacturer provide a trade discount large enough to 
offset the intermediary’s costs, plus a reasonable profit, to entice the reseller to carry the 
product. 


Quantity Discounts 


Deductions from list price that reflect the economies of purchasing in large quantities are 
called quantity discounts. Quantity discounts are used in many industries and pass on to 
the buyer cost savings gained through economies of scale. 

Quantity discounts can be either cumulative or noncumulative. Cumulative discounts 
are quantity discounts aggregated over a stated time period. Purchases totaling $10,000 in 
a three-month period, for example, might entitle the buyer to a 5 percent, or $500, rebate. 
Such discounts are intended to reflect economies in selling and to encourage the buyer to 
purchase from one seller. Noncumulative discounts are one-time reductions in prices based 
on the number of units purchased, the dollar value of the order, or the product mix pur- 
chased. Like cumulative discounts, these discounts should reflect some economies in selling 
or trade functions. 


Cash Discounts RPP ERE 
era PE Pare b We focus on automating Marriott’s global 
cas iscount, or price re uction, 1s given toa uyer invoice process. So they don't have to. 


for prompt payment or cash payment. Accounts receiv- Xerox digitised and standardised the Invoice process for Marriott Hotels and Resorts? Now their 11 million invoices take 


less time to manage, and less space to archive. Which gives Marriott more time to focus on serving their customers: 


able are an expense and a collection problem for many Nee xerox ©) 
RealBusiness.com/uk eaay For neal Business 4 


organizations. A policy to encourage prompt payment is 
a popular practice and sometimes a major concern in set- 
ting prices. 

Discounts are based on cash payments or cash paid 
within a stated time. For instance, “2/10 net 30” means 
that a 2 percent discount will be allowed if the account 
is paid within 10 days. If the buyer does not make pay- 
ment within the 10-day period, the entire balance is due 
within 30 days without a discount. If the account is not 
paid within 30 days, interest may be charged. 


Seasonal Discounts 


A price reduction to buyers that purchase goods or ser- 
vices out of season is a seasonal discount. These discounts 
let the seller maintain steadier production during the year. 
For example, automobile rental agencies offer seasonal dis- 
counts in winter and early spring to encourage firms to use 
automobiles during the slow months of the automobile 
rental business. 


Courtesy of the Advertising Archives 


Allowances 

Another type of reduction from the list price is an - 

allowance, a concession in price to achieve a desired goal. Pricing for Business Markets 

Trade-in allowances, for example, are price reductions Xerox offers business services that include record digitization 


and standardization. Business-to-business services are often 


ranted for turning in a used item when purchasing a new alte 
8 8 E 8 priced differently than products sold to the consumer market. 


one. Allowances help make the buyer better able to make 
the new purchase. This type of discount is popular in the 
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fe . . v . . . 
aircraft industry. Another example is a promotional allowance, a price reduction granted to 
dealers for participating in advertising and sales support programs intended to increase sales 
of a particular item. 


GEOGRAPHIC PRICING 


Geographic pricing involves reductions for transportation costs or other costs associated 
with the physical distance between buyer and seller. Prices may be quoted as R.O.B. (free-on- 
board) factory or destination. An KO.B. factory price indicates the price of the merchandise 
at the factory, before it is loaded onto the carrier, and thus excludes transportation costs. The 
buyer must pay for shipping. An EO.B. destination price means the producer absorbs the 
costs of shipping the merchandise to the customer. This policy may be used to attract distant 
customers. Although EO.B. pricing is an easy way to price products, it is sometimes difficult 
to administer, especially when a firm has a wide product mix or when customers are widely 
dispersed. Because customers will want to know about the most economical method of ship- 
ping, the seller must be informed about shipping rates. 

To avoid the problems involved in charging different prices to each customer, uniform geo- 
graphic pricing, sometimes called postage-stamp pricing, may be used. The same price is charged 
to all customers regardless of geographic location, and the price is based on average shipping 
costs for all customers. Paper products and office equipment are often priced on a uniform basis. 

Zone pricing sets uniform prices for each of several major geographic zones; as the 
transportation Costs across zones increase, so do the prices. For instance, a Florida manufac- 
turer’s prices may be higher for buyers on the Pacific Coast and in Canada than for buyers 
in Georgia. 

Base-point pricing is a geographic pricing policy that includes the price at the factory, 
plus freight charges from the base point nearest the buyer. This approach to pricing has virtu- 
ally been abandoned because of its questionable legal status. The policy resulted in all buyers 
paying freight charges from one location, such as Detroit or Pittsburgh, regardless of where 
the product was manufactured. 

When the seller absorbs all or part of the actual freight costs, freight absorption pricing 
is being used. The seller might choose this method because it wishes to do business with a 
particular customer or to get more business; more business will cause the average cost to fall 
and counterbalance the extra freight cost. This strategy is used to improve market penetra- 
tion and retain a hold in an increasingly competitive market. 


TRANSFER PRICING 


Transfer pricing occurs when one unit in an organization sells a product to another unit. 
The price is determined by one of the following methods: 
¢ Actual full cost: calculated by dividing all fixed and variable expenses for a period into 


the number of units produced. 

¢ Standard full cost: calculated based on what it would cost to produce the goods at full 
plant capacity. 

° — Cost plus investment: calculated as full cost plus the cost of a portion of the selling unit’s 
assets used for internal needs. 


¢ Market-based cost: calculated at the market price less a small discount to reflect the lack 
of sales effort and other expenses. 


The choice of transfer pricing method depends on the company’s management strategy 
and the nature of the units’ interaction. An organization must also ensure that transfer pric- 
ing is fair to all units involved in the transactions. 
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CHAPTER REVIEW 


fs 


Understand the role of price. 


Price is the value paid for a product in a market- 
ing exchange. Barter, the trading of products, is the 
oldest form of exchange. Price is a key element in 
the marketing mix because it relates directly to gen- 
eration of total revenue. The profit factor can be 
determined mathematically by multiplying price 
by quantity sold to get total revenue and then sub- 
tracting total costs. Price is the only variable in the 
marketing mix that can be adjusted quickly and 
easily to respond to changes in the external envi- 
ronment. 


Identify the characteristics of price and 
nonprice competition. 


A product offering can compete on either a price 
or a nonprice basis. Price competition emphasizes 
price as the product differential. Prices fluctuate 
frequently, and price competition among sellers 
is aggressive. Nonprice competition emphasizes 
product differentiation through distinctive fea- 
tures, service, product quality, or other factors. 
Establishing brand loyalty by using nonprice com- 
petition works best when the product can be physi- 
cally differentiated and the customer can recognize 
these differences. 


Explore demand curves and price elasticity of 
demand. 


An organization must determine the demand for 
its product. The classic demand curve is a graph 
of the quantity of products expected to be sold at 
various prices if other factors hold constant. It illus- 
trates that, as price falls, the quantity demanded 
usually increases. However, for prestige products, 
there is a direct positive relationship between price 
and quantity demanded: demand increases as 
price increases. Next, price elasticity of demand, 
the percentage change in quantity demanded rela- 
tive to a given percentage change in price, must be 
determined. If demand is elastic, a change in price 
causes an opposite change in total revenue. Inelastic 
demand results in a parallel change in total revenue 
when a product’s price is changed. 


Examine the relationships among demand, 
costs, and profits. 


Analysis of demand, cost, and profit relationships 
can be accomplished through marginal analysis 


or break-even analysis. Marginal analysis exam- 
ines what happens to a firm’s costs and revenues 
when production (or sales volume) is changed by 
one unit. Marginal analysis combines the demand 
curve with the firm’s costs to develop a price that 
yields maximum profit. Fixed costs do not vary 
with changes in the number of units produced 
or sold; average fixed cost is the fixed cost per 
unit produced. Variable costs vary directly with 
changes in the number of units produced or sold. 
Average variable cost is the variable cost per unit 
produced. Total cost is the sum of average fixed 
cost and average variable cost times the quantity 
produced. The optimal price is the point at which 
marginal cost (the cost associated with producing 
one more unit of the product) equals marginal 
revenue (the change in total revenue that occurs 
when one additional unit of the product is sold). 
Marginal analysis is only a model; it offers little 
help in pricing new products before costs and rev- 
enues are established. 


Break-even analysis, determining the number of 
units that must be sold to break even, is impor- 
tant in setting price. The point at which the costs 
of production equal the revenue from selling the 
product is the break-even point. To use break-even 
analysis effectively, a marketer should determine 
the break-even point for each of several alternative 
prices. This makes it possible to compare the effects 
on total revenue, total costs, and the break-even 
point for each price under consideration. However, 
this approach assumes the quantity demanded is 
basically fixed and the major task is to set prices to 
recover costs. 


Describe key factors that may influence 
marketers’ pricing decisions. 


Eight factors enter into price decision making: 
organizational and marketing objectives, pricing 
objectives, costs, other marketing mix variables, 
channel member expectations, customer interpre- 
tation and response, competition, and legal and 
regulatory issues. When setting prices, marketers 
should make decisions consistent with the orga- 
nization’s goals and mission. Pricing objectives 
heavily influence price-setting decisions. Most 
marketers view a product’s cost as the floor below 
which a product cannot be priced. Because of the 
interrelationship among the marketing mix vari- 
ables, price can affect product, promotion, and 


distribution decisions. The revenue channel mem- 
bers expect for their functions must also be consid- 
ered when making price decisions. 


Buyers’ perceptions of price vary. Some consumer 
segments are sensitive to price, but others may not 
be. Thus, before determining price, a marketer 
needs to be aware of its importance to the target 
market. Knowledge of the prices charged for com- 
peting brands is essential to allow the firm to adjust 
its prices relative to competitors’. Government 
regulations and legislation also influence pricing 
decisions. 


Consider issues affecting the pricing of 
products for business markets. 


The categories of discounts include trade, quantity, 
cash, seasonal, and allowance. A trade discount is 
a price reduction for performing such functions as 
storing, transporting, final processing, or providing 
credit services. If an intermediary purchases in large 
enough quantities, the producer gives a quantity 
discount, which can be either cumulative or non- 
cumulative. A cash discount is a price reduction 
for prompt payment or payment in cash. Buyers 
who purchase goods or services out of season may 
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be granted a seasonal discount. An allowance, such 
as a trade-in allowance, is a concession in price to 
achieve a desired goal. 


Geographic pricing involves reductions for trans- 
portation costs or other costs associated with 
the physical distance between buyer and seller. 
With an EO.B. factory price, the buyer pays 
for shipping from the factory. An RO.B. desti- 
nation price means the producer pays for ship- 
ping; this is the easiest way to price products, 
but it is difficult to administer. When the seller 
charges a fixed average cost for transportation, it 
is using uniform geographic pricing. Zone prices 
are uniform within major geographic zones; they 
increase by zone as transportation costs increase. 
With base-point pricing, prices are adjusted for 
shipping expenses incurred by the seller from the 
base point nearest the buyer. Freight absorption 
pricing occurs when a seller absorbs all or part of 
the freight costs. 


Transfer pricing occurs when a unit in an organiza- 
tion sells products to another unit in the organi- 
zation. Methods used for transfer pricing include 
actual full cost, standard full cost, cost plus invest- 
ment, and market-based cost. 
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ISSUES FOR DISCUSSION AND REVIEW 


le 


Why are pricing decisions important to an 
organization? 


Compare and contrast price and nonprice compe- 
tition. Describe the conditions under which each 
form works best. 


Why do most demand curves demonstrate an 
inverse relationship between price and quantity? 


List the characteristics of products that have 
inelastic demand, and give several examples of such 
products. 


Explain why optimal profits should occur when 
marginal cost equals marginal revenue. 


. Chambers Company has just gathered estimates 


for conducting a break-even analysis for a new 
product. Variable costs are $7 a unit. The addi- 
tional plant will cost $48,000. The new product 
will be charged $18,000 a year for its share of 


MARKETING APPLICATIONS 


If 


Price competition is intense in the fast-food, air 
travel, and personal computer industries. Discuss a 
recent situation in which companies had to meet or 
beat a rival’s price in a price-competitive industry. 
Did you benefit from this situation? Did it change 
your perception of the companies and/or their 
products? 


Customers’ interpretations and responses regard- 
ing a product and its price are an important influ- 
ence on marketers’ pricing decisions. Perceptions of 
price are affected by the degree to which a customer 
is value conscious, price conscious, or prestige sen- 
sitive. Discuss how value consciousness, price con- 
sciousness, and prestige sensitivity influence the 
buying decision process for the following products: 

a. A new house. 

b. Weekly groceries for a family of five. 


inal 
Li 


general overhead. Advertising expenditures will be 
$80,000, and $55,000 will be spent on distribu- 
tion. If the product sells for $12, what is the break- 
even point in units? What is the break-even point 
in dollar sales volume? 


In what ways do other marketing mix variables 
affect pricing decisions? 


What types of expectations may channel members 
have about producers’ prices? How might these 
expectations affect pricing decisions? 


How do legal and regulatory forces influence pric- 
ing decisions? 


. Compare and contrast a trade discount and a quan- 


tity discount. 
What is the reason for using the term F.0.B.? 


What are the major methods used for transfer pricing? 


c. An airline ticket. 
d. A soft drink from a vending machine. 


ONLINE EXERCISE 
oO: 


AutoSite offers car buyers a free, comprehensive 
website to find the invoice prices for almost all car 
models. The browser can also access a listing of all 
the latest new-car rebates and incentives. Visit this 
site at Www.autosite.com. 

a. Find the lowest-priced Lexus available today, 
and examine its features. Which Lexus dealer is 
closest to you? 

b. If you wanted to purchase this Lexus, what are 
the lowest monthly payments you could make 
over the longest time period? 

c. Is this free site more credible than a “pay” site? 
Why or why not? 


DEVELOPING YOUR MARKETING PLAN 


The appropriate pricing of a product is an important fac- 
tor in developing a successful marketing strategy. The price 
contributes to the profitability of the product and can deter 
competition from entering the market. A clear understand- 
ing of pricing concepts is essential in developing strategy 


and the marketing plan. Consider the information in this 
chapter when focusing on the following issues: 


1s 


Does your company currently compete based on 
price or nonprice factors? Should your new product 
continue with this approach? 


2. Discuss the level of elasticity of demand for your 
product. Is additional information needed for you 
to determine its elasticity? 

At various price points, calculate the break-even 
point for sales of your product. 


VIDEO CASE 


Chicago-based Washburn Guitars has been making guitars, 
banjos, and mandolins for every kind of music and every kind of 
budget since 1883. Whether they play blues or bluegrass, heavy 
metal or hard rock, musicians and music students buy Washburn 
instruments for their sound quality, solid craftsmanship, and good 
looks. Professionals especially appreciate the way Washburn gui- 
tars stand up to the wear and tear of lengthy concert tours. 


Washburn offers six product lines: electric guitars, acoustic guitars, 
bass guitars, bluegrass instruments, classical guitars, and travel 
guitars. More than two dozen of its guitars are designated as 
“Signature” models designed by well-known musicians, such as 
Dan Donegan of Disturbed, Scott lan of Anthrax, Joe Trohman of 
Fall Out Boy, Nick Catanese of Black Label Society, Paul Stanley of 
Kiss, Nuno Bettencourt of Extreme, and Greg Tribbett of Mudvayne. 
These names add luster to the Washburn brand and enhance the 
perceived value of the specially designed Signature models. 


In setting the manufacturer's suggested retail price for each prod- 
uct, the company has established four broad price points. At the 
low end, products that sell for $349 or less are entry level. Products 
that sell for $350 to $999 are intermediate level, and products that 
sell for $1,000 to $3,000 are professional level. At the high end, 
products that sell for more than $3,000 are collectors’ level. At 
every level, Washburn promises that each of its instruments “rep- 
resents the finest quality at the best possible price.” 


The guitars made in Washburn’s U.S. factory are priced at $2,259 
and up, reflecting the high cost of handcrafting. These guitars are 
perceived to be high quality and are therefore in high demand 
among professional musicians. In fact, Washburn has a six- to nine- 
month backlog of orders for its U.S.-made guitars. Its highest-priced 
guitars—the few Signature models that sell for $5,000 or more— 
not only influence customers’ perceptions of Washburn quality, 
they also attract attention and get people talking about the brand. 


Apart from the high-end models, Washburn’s instruments are 
machine-manufactured outside the United States. This keeps 
both fixed and variable costs lower than in the U.S. factories. 
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4. Using Figure 12.8 as a guide, discuss the various 
factors that affect the pricing of your product. 


The information obtained from these questions 
should assist you in developing various aspects of your 
marketing plan found in the /nteractive Marketing Plan 
exercise at www.cengagebrain.com. 


WASHBURN GuITaRs ITUNES Up 
PRICING DECISIONS 


Although Washburn’s variable costs go down as its manufactur- 
ing volume rises, the company has found that changing equip- 
ment to make different models takes time and adds to its costs. 


Washburn sells its instruments through independent retail- 

ers in the United States, Canada, and several dozen countries 
worldwide. These stores receive quantity discounts for large 
orders and expect to earn a certain profit margin based ona 
percentage of the manufacturer's suggested retail price for each 
product. Although the stores now face intense price competition 
from online-only retailers that have lower fixed costs, Washburn 
insists that its authorized retailers not offer discounts below 
certain minimum prices. Stores that price Washburn products 
lower than the company’s minimum receive a warning, and if 
they don’t change their prices, they are removed from the list of 
authorized retailers and receive no more shipments. 


Washburn’s advertising campaigns include magazine and 
television commercials spotlighting the star quality of the 
performers and the particular Washburn guitars they prefer, 
without mentioning prices. Recent campaigns included pod- 
casts that showed Washburn’s skilled employees carefully craft- 
ing Signature guitars for Nick Catanese and other musicians. 
Washburn has a strong online presence, including a virtual 
catalog and a Myspace page with a company blog and informa- 
tion about selected products and the performers who use them. 
Even after more than 125 years in the music business, Washburn 
still keeps its marketing—including its pricing—as fresh as the 
newest number-one hit song.” 


QUESTIONS FOR DISCUSSION 


1. Is Washburn using price or nonprice competition? Explain 
your answer. 


2. What effect do you think a manufacturer's suggested retail 
price is likely to have on customers who buy Washburn gui- 
tars from a local music store? 


3. Which factors shown in Figure 12.8 are likely to have a major 
impact on pricing decisions at Washburn? 
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Tata’s Nano Needs More Than a Low Price 


How can a car sell for less than $3,000? That's the price Tata Motors set for 
its Nano, a four-door subcompact car introduced in India in 2009. With a 
rear-mounted motor, this tiny car includes absolutely no extras—no radio, 
no reclining seats. What the Nano does have, however, is an ultra-low price 
tag, which makes it very attractive to millions of potential buyers in India. 
Now “someone who never even dreamed of a car finds it within reach,’ says 
Tata's CEO. 

Racing to develop and market the world’s cheapest car has been a chal- 
lenge, even for India’s largest automaker. The company’s goal for the Nano 
was to create a functional yet eye-pleasing design that would fit buyers’ 
lifestyles and tight budgets, but also be profitable to manufacture and sell. 
The most essential ingredient was keeping costs in line. By shaving the cost 
of each part and component, streamlining assembly methods, and offering 
only the basics, Tata has been able to achieve its low-price goal. 

Initially, buyers responded enthusiastically to the Nano’s low price tag. 
Tata received more than 200,000 orders during the 12 months after the 
car’s launch. Then sales slowed, in part because of competition from slightly 
higher-priced, better-equipped cars, and because of news that a handful of 
Nanos had caught fire. Now, while India’s auto industry is enjoying a strong 
growth spurt, Tata is retooling its marketing to combat competition and 
regain sales momentum by emphasizing the Nano’s free, four-year warranty 
and its low, low price. 
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Pricing 
Management 


OBJECTIVES: 


1 


Describe the six major 
stages of the process used 
to establish prices. 


Explore issues related 
to developing pricing 
objectives. 


Understand the 
importance of identifying 
the target market’s 
evaluation of price. 


Examine how marketers 
analyze competitors’ 
prices. 


Describe the bases used 
for setting prices. 


Explain the different types 
of pricing strategies. 
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_FIGURE 13:1 Stages for Establishing Prices = 
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lps price has such a profound impact on a firm’s success, finding the right pric- 
ing strategy is crucial. Marketers at Tata Motors are able to set very competitive prices 
because the costs of raw materials are low. Selecting a pricing strategy is one of the funda- 
mental components of the process of setting prices. 

In this chapter, we examine six stages of a process that marketers can use when setting prices. 
Figure 13.1 illustrates these stages. Stage 1 is the development of a pricing objective that is com- 
patible with the organization's overall marketing objectives. Stage 2 entails assessing the target mar- 
ket’s evaluation of price. Stage 3 involves evaluating competitors’ prices, which helps determine the 
role of price in the marketing strategy. Stage 4 requires choosing a basis for setting prices. Stage 5 
is the selection of a pricing strategy, or the guidelines for using price in the marketing mix. Stage 6, 
determining the final price, depends on environmental forces and marketers’ understanding and 
use of a systematic approach to establishing prices. These stages are not rigid steps that all market- 
ers must follow; rather, they are guidelines that provide a logical sequence for establishing prices. 


Development of Pricing Objectives 


The first step in setting prices is developing pricing objectives—goals that describe what a firm 
wants to achieve through pricing. Developing pricing objectives is an important task because pricing 
objectives form the basis for decisions for other stages of the pricing process. Thus, pricing objectives 
must be stated explicitly, and the statement should include the time frame for accomplishing them. 

Marketers must ensure that pricing objectives are consistent with the firm’s marketing 
and overall objectives because pricing objectives influence decisions in many functional areas, 
including finance, accounting, and production. A marketer can use both short- and long- 
term pricing objectives and can employ one or multiple pricing objectives. For instance, a 
firm may wish to increase market share by 18 percent over the next three years, achieve a 
15 percent return on investment, and promote an image of quality in the marketplace. 

In this section, we examine some of the pricing objectives companies might set for them- 
selves. Table 13.1 shows the major pricing objectives and typical actions associated with them. 


SURVIVAL 


Survival is one of the most fundamental pricing objectives. Most organizations will tolerate set- 
backs, such as short-run losses and internal upheaval, if necessary for survival. Even Abercrombie 
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-JABLE 13.1 Pricing Objectives and Typical Actions Taken to AchieveThem 


Objective Possible Action 
Survival Adjust price levels so the firm can increase sales volume to match organizational expenses 
Profit Identify price and cost levels that allow the firm to maximize profit 
: Return on investment Identify price levels that enable the firm to yield targeted ROI 
Market share Adjust price levels so the firm can maintain or increase sales relative to competitors’ sales 
Cash flow Set price levels to encourage rapid sales 
Status quo Identify price levels that help stabilize demand and sales 
Product quality Set prices to recover research and development expenditures and establish a high-quality image 


& Fitch had to resort to price reductions on its luxury priced clothing to stay in business during 
the recent economic downturn. Declining profits forced the retailer to adjust prices to better 
compliment customer's smaller budgets.” Because price is a flexible variable, it is sometimes used 
to keep a company afloat by increasing sales volume to levels that match expenses. 


PROFIT 


Although a business may claim that its objective is to maximize profits for its owners, the 
objective of profit maximization is rarely operational because its achievement is difficult to 
measure. Because of this difficulty, profit objectives tend to be set at levels that the owners 
and top-level decision makers view as satisfactory. Specific profit objectives may be stated in 
terms of either actual dollar amounts or a percentage of sales revenues. 


Survival 

Some retailers have to discount 
to generate revenue so they can 
pay rent, pay employees’ wages, 
or purchase more inventory. 
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errr RETURN ON INVESTMENT 


Pricing to attain a specified rate of return on the company’s invest- 
ment is a profit-related pricing objective. Most pricing objectives 
based on return on investment (ROI) are achieved by trial and 
error because not all cost and revenue data needed to project the 
return on investment are available when setting prices. General 
Motors, for example, uses ROI pricing objectives. Many pharma- 
ceutical companies also use ROI pricing objectives because of their 


great investment in research and development. 


Other vacuums Dyson vacuums MARKET SHARE 

keep costing keep working 

sesso or sir oe a ROD ia ih Does Many firms establish pricing objectives to maintain or increase 
eee oe market share, a product's sales in relation to total industry sales. 
eke AT&T, for example, cut the price of its iPhone 3GS in half in 


order to maintain its significant iPhone market share shortly 
after Verizon announced it would soon begin offering iPhones 
to its customers.’ Many firms recognize that high relative mar- 
ket shares often translate into higher profits. The Profit Impact 
of Market Strategies (PIMS) studies, conducted over the past 
30 years, have shown that both market share and product qual- 
ity heavily influence profitability. Thus, marketers often use an 


dyson 


The vacuum that doesn’t lose suction, 
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ae increase in market share as a primary pricing objective. 
Product Quality . iat Maintaining or increasing market share need not depend 
This ad for Dyson Eee focuses on the high on growth in industry sales. Remember that an organization can 
quality of the company’s premium products. . , ; ; 
increase its market share even if sales for the total industry are flat or 
decreasing. On the other hand, a firm’s sales volume may increase 
while its market share decreases if the overall market is growing. 


CasH Flow 


Some companies set prices so they can recover cash as quickly as possible. Financial managers 
understandably seek to quickly recover capital spent to develop products. This objective may have 
the support of a marketing manager who anticipates a short product life cycle. Although it may 
be acceptable in some situations, the use of cash flow and recovery as an objective oversimplifies 
the contribution of price to profits. If this pricing objective results in high prices, competitors 
with lower prices may gain a large share of the market. 


STATUS Quo 


In some cases, an organization is in a favorable position and, desiring nothing more, may set an 
objective of status quo. Status quo objectives can focus on several dimensions, such as maintain- 
ing a certain market share, meeting (but not beating) competitors’ prices, achieving price stability, 
and maintaining a favorable public image. A status quo pricing objective can reduce a firm's risks 
by helping to stabilize demand for its products. The use of status quo pricing objectives some- 
times minimizes pricing as a competitive tool, leading to a climate of nonprice competition in an 
industry. Professionals such as accountants and attorneys often operate in such an environment. 


PRODUCT QUALITY 


A company may have the objective of leading its industry in product quality. This goal 
normally dictates a high price to cover the costs of achieving high product quality and, in 
some instances, the costs of research and development. For example, Bentley Motors uses 
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premium prices to help signal the quality of its hand-made cars, which can range in cost 
from $181,200 to more than $363,000, depending on accessories and options.’ As previ- 
ously mentioned, the PIMS studies have shown that both product quality and market share 
are good indicators of profitability. The products and brands that customers perceive to be 
of high quality are more likely to survive in a competitive marketplace. High quality usually 
enables a marketer to charge higher prices for the product. 


Assessment of the Target Market’s 
Evaluation of Price 


After developing pricing objectives, marketers next must assess the target market’s evaluation 
of price. Despite the general assumption that price is a major issue for buyers, the importance 
of price depends on the type of product, the type of target market, and the purchase situa- 
tion. For instance, buyers are probably more sensitive to gasoline prices than luggage prices. 
With respect to the type of target market, adults may have to pay more than children for cer- 
tain products. The purchase situation also affects the buyer’s view of price. Most moviegoers 
would never pay in other situations the prices charged for soft drinks, popcorn, and candy 
at movie concession stands. By assessing the target market’s evaluation of price, a marketer 
is in a better position to know how much emphasis to put on price in the overall marketing 
strategy. Information about the target market’s price evaluation may also help a marketer 
determine how far above the competition the firm can set its prices. 

Because some consumers today are seeking less-expensive products and shopping more 
selectively, some manufacturers and retailers are focusing on the value of their products. Value 
combines a product’s price and quality attributes, which customers use to differentiate among 
competing brands. According to an IRI poll, 56 percent of consumers said they would not 
spend as much eating out as they did last year. Despite this trend, Steak ’n Shake actually saw a 
3 percent gain in sales when the company changed its marketing strategy to focus on value. The 
company’s marketing highlighted its food’s flavor as well as its four meals under $4.” Consumers 
are looking for good deals on products that provide better value for their money. They may 
also view products that have highly desirable attributes, such as organic content or time-saving 


features, as having great value. Consumers are also increasingly willing to pay a higher price 
for food that is convenient and time saving, as illustrated in Table 13.2. Companies that offer 


TABLE 13.2 Examples of Perceptions of Product Value 


Basic, Cost-Effective Product Expensive, Time-Saving Product 
Whole loose bagels, 59¢ each Sliced packaged bagels, 65¢ each 
Whole broccoli, $1.49/Ib Florets broccoli, $3.99/lb 
: Whole carrots, $1.49/Ib Baby carrots, $3.99/lb 
A Whole chicken, $1.49/lb Cut up chicken, $1.99/Ib 
‘ Whole feta cheese, $3.23/8 oz Crumbled feta cheese, $8.65/8 oz 
Whole Granny Smith apples, $1.99/lb Sliced Granny Smith apples, $3.97/lb 
: Lean ground chuck (ground), $3.99/Ib Lean ground chuck (patties), $5.99/Ib 


Source: “Supermarket Smarts,” Consumer Reports ShopSmart, www.shopsmartmag.org/files/Supermarket_smarts.pdf 
(accessed July 18, 2011). 
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both low prices and high quality, like Target and Best Buy, 
have altered consumers’ expectations about how much 
quality they must sacrifice for low prices.° Understanding 
the importance of a product to customers, as well as their 
expectations about quality and value, helps marketers cor- 
rectly assess the target market’s evaluation of price. 


Evaluation of 
Competitors’ Prices 


4 84% 


In most cases, marketers are in a better position to 
establish prices when they know the prices charged for 
competing brands, the third step in establishing prices. 
Discovering competitors’ prices may be a regular func- 


Entertainment 
Productivity 
Maps/Navigation 
Search 

Dining/ 
Restaurants 


tion of marketing research. Some grocery and depart- 

Source: “Play Before Work: Games Most Popular Mobile App Category in US,” Nielsen Wire, July 6, 2011, ment stores, for example, have full-time comparative 

ieee ee en shoppers who systematically collect data on prices. 
Companies may also purchase price lists, sometimes 
weekly, from syndicated marketing research services. 

Uncovering competitors’ prices is not always easy, especially in producer and reseller 
markets. Competitors’ price lists are often closely guarded. Even if a marketer has access 
to competitors’ price lists, those lists may not reflect the actual prices at which competitive 
products are sold because those prices may be established through negotiation. 

Knowing the prices of competing brands can be very important for a marketer. Competitors’ 
prices and the marketing mix variables they emphasize partly determine how important price 
will be to customers. A marketer in an industry in which price competition prevails needs 
competitive price information to ensure its prices are the same as, or lower than, competitors 
prices. In some instances, an organization's prices are designed to be slightly above competitors’ 
prices to give its products an exclusive image. In contrast, another company may use price as 
a competitive tool and price its products below those of competitors. The Ford Fusion hybrid 
sedan, for example, is priced about $3,000 less than the top-selling Toyota Prius. Although the 
Prius delivers nearly 10 miles per gallon more than the Fusion, Ford’s vehicle offers a more spa- 
cious interior; considerably more horsepower; eco-friendly cloth seats; and several new features, 
including BLIS, a blind spot monitoring system, and Cross Traffic Alert, which checks for traf- 
fic when the vehicle is backing out of a parking spot or driveway.’ 


Selection of a Basis for Pricing 


The fourth step involves selecting a basis for pricing: cost, demand, and/or competition. The selec- 
tion of the basis to use is affected by the type of product, the market structure of the industry, the 
brand's market share position relative to competing brands, and customer characteristics. Although 
we discuss each basis separately in this section, an organization generally considers two or all three 
of these dimensions, even if one is the primary basis on which it determines prices. For example, 
ifa company is using cost as a basis for setting prices, marketers in that firm are also aware of and 
concerned about competitors’ prices. If a company is using demand as a basis for pricing, those 
making pricing decisions still must consider costs and competitors’ prices. Indeed, cost is a factor 
in every pricing decision because it establishes a price minimum below which the firm will not be 
able to recoup its production and other costs; demand likewise sets an effective price maximum 
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above which customers are unlikely to buy the product. Fairchild 
Semiconductor uses software to assess all three dimensions, as well as 
buying behavior, manufacturing capacity, inventories, and product 
life cycles, in setting prices for more than 44,000 products.* 


Cost-BASED PRICING 


With cost-based pricing, a dollar amount or percentage is added 
to the cost of the product. This approach thus involves calculations 
of desired profit margins. Cost-based pricing does not necessarily 
take into account the economic aspects of supply and demand, nor 
must it relate to just one pricing strategy or pricing objective. Cost- 
based pricing is straightforward and easy to implement. Two com- 
mon forms of cost-based pricing are cost-plus and markup pricing. 


Cost-Plus Pricing 


With cost-plus pricing, the seller's costs are determined (usually 
during a project or after a project is completed), and then a specified 
dollar amount or percentage of the cost is added to the seller's cost 
to establish the price. When production costs are difficult to predict, 
cost-plus pricing is appropriate. Projects involving custom-made 
equipment and commercial construction are often priced using this 
technique. The government frequently uses such cost-based pricing 
in granting defense contracts. One pitfall for the buyer is that the 
seller may increase costs to establish a larger profit base. Furthermore, 
some costs, such as overhead, may be difficult to determine. In peri- 
ods of rapid inflation, cost-plus pricing is popular, especially when 
the producer must use raw materials that are fluctuating in price. 
In industries in which cost-plus pricing is common and sellers have 
similar costs, price competition may not be especially intense. 


Markup Pricing 


_ Marketing Debate 


Pricing Public Places: When 
Tax Dollars Aren’t Enough 


ISSUE: Should cities charge admission to formerly free 
public attractions in order to curtail the budget shortfall? 


Financially strapped cities and states are instituting 
admission fees for parks and other public attractions 
that formerly were free. Facing budget problems, 
Georgia, Tennessee, and other states want to raise 
admission and/or parking fees to help cover the cost 
of operating public attractions. California, Florida, and 
Washington, among others, may close some museums 
and parks as part of their plans to close budget gaps. 


Critics object to higher prices for state attractions. They note 
that tax dollars are paying for those sites and members 

of the public who cannot afford the new prices will be 
unable to take advantage of what the sites offer. However, 
proponents of the new prices argue that without increased 
revenue, states will be unable to afford the upkeep on 
some sites and will either shut some down or drastically 
curtail operating hours. Other alternatives that are being 
considered are raising money by inviting corporate 
sponsorship or charging usage fees for some activities.* 


With markup pricing, commonly used by retailers, a product’s price is derived by adding a 
predetermined percentage of the cost, called markup, to the cost of the product. For instance, 
Costco, a warehouse club, has a very low average markup of 11 percent, while most supermar- 
kets are in the mid-20s range.” One markup that might shock you is the average markup for 
popcorn in movie theaters, which is about 1,300 percent. Popcorn is not expensive, but con- 


sumers are willing to pay the markup to enhance their movie experience by enjoying warm but- 
tery popcorn at the theater.'? Although the percentage markup in a retail store varies from one 
category of goods to another—35 percent of cost for hardware items and 100 percent of cost for 
greeting cards, for example—the same percentage is often used to determine the prices on items 
within a single product category, and the percentage markup may be largely standardized across 
an industry at the retail level. Using a rigid percentage markup for a specific product category 


reduces pricing to a routine task that can be performed quickly. 


Markup can be stated as a percentage of the cost or as a percentage of the selling price. 
The following example illustrates how percentage markups are determined and points out 
the differences in the two methods. Assume a retailer purchases a can of tuna at 45 cents, 
adds 15 cents to the cost, and then prices the tuna at 60 cents. Here are the figures: 


markup as percentage of cost = markup/cost 


= 15/45 
= 33.3% 
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markup as percentage of selling price = markup/selling price 
= 15/60 
= 25.0% 


Obviously, when discussing a percentage markup, it is important to know whether the 
markup is based on cost or selling price. 

Markups normally reflect expectations about operating costs, risks, and stock turnovers. 
Wholesalers and manufacturers often suggest standard retail markups that are considered 
profitable. To the extent that retailers use similar markups for the same product category, 
price competition is reduced. In addition, using rigid markups is convenient and is the major 
reason retailers, which face numerous pricing decisions, favor this method. 


DEMAND-BASED PRICING 


Marketers sometimes base prices on the level of demand for the product. When demand- 
based pricing is used, customers pay a higher price when demand for the product is strong 
and a lower price when demand is weak. For example, hotels that otherwise attract numerous 
travelers often offer reduced rates during lower-demand periods. Some telephone companies, 
such as Sprint and AT&T, also use demand-based pricing by charging peak and off-peak rates 
or offering free cell phone minutes during off-peak times. While demand-based pricing is a 
common practice with cell phone minutes, airplane seats, and hotel rooms, some concerts 
and road shows have also implemented demand-based pricing for 
ticket sales. Once a show sells a certain number of tickets, the 
price per ticket increases. This allows companies to adjust ticket 
prices accordingly, improving profit for popular shows." 

To use this pricing basis, a marketer must be able to estimate the 
amounts of a product consumers will demand at different prices. The 
marketer then chooses the price that generates the highest total reve- 
nue. Obviously, the effectiveness of demand-based pricing depends on 
the marketer's ability to estimate demand accurately. Compared with 
cost-based pricing, demand-based pricing places a firm in a better posi- 
tion to reach higher profit levels, assuming buyers value the product at 
levels sufficiently above the product’s cost. 
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CoOMPETITION-BASED PRICING 


With competition-based pricing, an organization considers costs to 
be secondary to competitors’ prices. The importance of this method 
increases when competing products are relatively homogeneous and 
the organization is serving markets in which price is a key purchase 
consideration. A firm that uses competition-based pricing may choose 
to price below competitors’ prices, above competitors’ prices, or at 
the same level. Airlines use competition-based pricing, often charg- 
ing identical fares on the same routes. Online travel services such as 
Orbitz, Expedia, and Priceline.com have also employed competition- 
based pricing. If you want to sell your home without the aid of a 
realtor, how do you determine the value of your home and thus a 
competitive asking price? One way is to turn to websites that offer 
Competition-Based Pricing estimates of your home's value based on its size and the sale of com- 
Pee attain salesh hs parable homes in the area. While you may think your home is worth 
as much as a castle, if you set the asking price too high above compa- 


rable homes for sale, buyers will likely choose one with a lower price. 


© Bernhard Classen/Alamy 


CHAPTER 13: PRICING MANAGEMENT 


Although not all introductory marketing texts have exactly the same price, they do have 
similar prices. The price the bookstore paid to the publishing company for this textbook was 
determined on the basis of competitors’ prices. Competition-based pricing can help a firm 
achieve the pricing objective of increasing sales or market share. Competition-based pric- 
ing may necessitate frequent price adjustments. For instance, for many competitive airline 
routes, fares are adjusted often. 


Selection of a Pricing Strategy 


After choosing a basis for pricing, the next step is to select a pricing strategy, an approach or 
a course of action designed to achieve pricing and marketing objectives. Generally, pricing 
strategies help marketers solve the practical problems of establishing prices. Table 13.3 lists 
the most common pricing strategies, which we discuss in this section. 


DIFFERENTIAL PRICING 


An important issue in pricing decisions is whether to use a single price or different prices for 
the same product. Using a single price has several benefits. A primary advantage is simplic- 
ity. A single price is easily understood by both employees and customers, and because many 
salespeople and customers dislike having to negotiate a price, it reduces the chance of an 
adversarial relationship developing between marketer and customer. The use of a single price 
does create some challenges, however. If the single price is too high, some potential customers 
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Differential Pricing Psychological Pricing 
Negotiated pricing Reference pricing 
Secondary-market pricing Bundle pricing 

Periodic discounting Multiple-unit pricing 
Random discounting Everyday low prices 


Odd-even pricing 
New-Product Pricing Customary pricing 


Price skimming Prestige pricing 


Penetration pricing 


Professional Pricing 


Product-Line Pricing i 
Captive pricing Promotional Pricing 
Premium pricing Price leaders i 
Bait pricing Special-event pricing B 
Price lining Comparison discounting 


Source: “Stop Getting Eaten Alive by Grocery Bills,” Money, January 2006, p. 34. 
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Congestion Pricing 


ondon, Stockholm, and San Francisco use it, Atlanta is 

about to use it, and New York has talked about using it 

for years. These cities are using congestion pricing to 
reduce traffic snarls during peak periods—and it works. 


Under London’s congestion-pricing program, drivers pay the 
equivalent of $10 to enter the city center on weekdays. This 
has reduced the number of cars on city streets, helped traffic 
move more quickly, and raised money for mass transit. 


differential pricing 
Charging different prices to 
different buyers for the same 
quality and quantity of product 


negotiated pricing 
Establishing a final price through 
bargaining between seller and 
customer 


secondary-market 
pricing 

Setting one price for the primary 
target market and a different 
price for another market 


To tame its traffic problems, Atlanta is opening a special 
“Express Lane” to and from the city, with tolls starting at 10 
cents per mile (going as high as $1 per mile) depending on 
highway volume. After San Francisco hiked Bay Bridge tolls 
during rush hours, traffic jams eased at the bridge toll plaza 

and traffic moved more quickly. However, congestion pricing is 
stalled in New York City, where opponents fear it will discourage 
tourism and burden workers who must drive into Manhattan.° 


may be unable to afford the product. If it is too low, the organization loses revenue from those 
customers who would have paid more had the price been higher. 

Differential pricing means charging different prices to different buyers for the same 
quality and quantity of product. As a student, you might be familiar with differential pricing 
for your tuition. Some colleges charge a higher tuition for certain majors, such as business, 
engineering, and medicine. These higher fees are called differential tuition.'” For differential 
pricing to be effective, the market must consist of multiple segments with different price 
sensitivities, and the method should be used in a way that avoids confusing or antagonizing 
customers. Customers who are paying the lower prices should not be able to resell the prod- 
uct to the individuals and organizations that are paying the higher prices, unless that is the 
seller’s intention. Differential pricing can occur in several ways, including negotiated pricing, 
secondary-market discounting, periodic discounting, and random discounting. 


Negotiated Pricing 


Negotiated pricing occurs when the final price is established through bargaining between 
seller and customer. If you buy a house, for example, you are likely to negotiate the final price 
with the seller. Negotiated pricing occurs in a number of industries and at all levels of distri- 
bution. Cutler-Hammer/Eaton streamlined its contract-negotiations process for more than 
90,000 products by reducing quote response times and implementing automatic acceptance 
of offers.'*’ Even when there is a predetermined stated price or a price list, manufacturers, 
wholesalers, and retailers may negotiate to establish the final sales price. Consumers com- 
monly negotiate prices for houses, cars, and used equipment. 


Secondary-Market Pricing 


Secondary-market pricing means setting one price for the primary target market and a dif- 
ferent price for another market. Often the price charged in the secondary market is lower. 
However, when the costs of serving a secondary market are higher than normal, secondary- 
market customers may have to pay a higher price. Examples of secondary markets include a 
geographically isolated domestic market, a market in a foreign country, and a segment willing 
to purchase a product during off-peak times. For example, some restaurants offer special “early- 
bird” prices during the early evening hours, movie theaters offer senior citizen and afternoon 
matinee discounts, and some textbooks and pharmaceutical products are sold for considerably 
less in certain foreign countries than in the United States. Secondary markets give an organiza- 
tion an opportunity to use excess capacity and stabilize the allocation of resources. 
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Periodic Discounting 


Periodic discounting is the temporary reduction of prices on a patterned or systematic basis. 
Most retailers, for example, have annual holiday sales. Some women’s apparel stores have two 
seasonal sales each year: a winter sale in the last two weeks of January and a summer sale in the 
first two weeks of July. Automobile dealers regularly discount prices on current models in the fall, 
when the next year’s models are introduced. From the marketer’s point of view, a major problem 
with periodic discounting is that because the discounts follow a pattern, customers can predict 
when the reductions will occur and may delay their purchases until they can take advantage of the 
lower prices. Research suggests that placing a time limit on periodic discounts does not directly 
affect consumers’ perceptions of the products’ value or their search and purchase behavior. 


Random Discounting 


To alleviate the problem of customers knowing when discounting will occur, some organizations 
employ random discounting; that is, they temporarily reduce their prices on an unsystem- 
atic basis. When price reductions of a product occur randomly, current users of that brand are 
likely unable to predict when the reductions will occur and thus will not delay their purchases. 
However, in the automobile industry, with its increasing reliance on sales, rebates, and incentives 
such as 0 percent financing, random discounting has become nearly continuous discounting, 
and some analysts have warned that automakers will find it increasingly difficult to cease the 
generous incentives that consumers have come to expect. Marketers also use random discount- 
ing to attract new customers. For instance, Dove may temporarily reduce the price of one of its 
bar soaps in the hope of attracting new customers. 


Whether they use periodic discounting or random discounting, retailers often employ ten- 
sile pricing when putting products on sale. Zensile pricing refers to a broad statement about 
price reductions as opposed to detailing specific price discounts. Examples of tensile pricing 
would be statements such as “20 to 50 percent off,” “up to 75 percent off,” and “save 10 percent 
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periodic discounting 
Temporary reduction of prices 
on a patterned or systematic 
basis 


random discounting 
Temporary reduction of prices 
on an unsystematic basis 


Random Discounting 
Retailers use random discounting 
50 customers can’t predict when 
price reductions will occur. 
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or more.” Generally, using and advertising the tensile price that mentions only the maximum 
reduction (such as “up to 50 percent off”) generates the highest customer response." 


New-Propucr PRICING 


Setting the base price for a new product is a necessary part of formulating a marketing strategy. 
The base price is easily adjusted (in the absence of government price controls), and its establish- 
ment is one of the most fundamental decisions in the marketing mix. The base price can be 


skimming 


set high to recover development costs quickly or provide a reference point for developing dis- 


count prices for different market segments. When a marketer sets base prices, it also considers how 

quickly competitors will enter the market, whether they will mount a strong campaign on entry, 

Sy Cpe and what effect their entry will have on the development of primary demand. Two strategies used 
C in new-product pricing are price skimming and penetration pricing. 


Price Skimming 


Price skimming means charging the highest possible price that buyers who most desire the 
product will pay. This approach provides the most flexible introductory base price. Demand 
tends to be inelastic in the introductory stage of the product life cycle. 

Price skimming can provide several benefits, especially when a product is in the introductory 
stage of its life cycle. A skimming policy can generate much-needed initial cash flows to help offset 


sizable development costs. Price skimming protects the marketer from problems that arise when the 
price is set too low to cover costs. When a firm introduces a product, 
its production capacity may be limited. A skimming price can help 
keep demand consistent with the firm’s production capabilities. The 
use of a skimming price may attract competition into an industry 
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With penetration pricing, prices are set below those of compet- 
ing brands to penetrate a market and gain a large market share 
quickly. This approach is less flexible for a marketer than price 
skimming because it is more difficult to raise a penetration price 
than to lower or discount a skimming price. It is not unusual 
for a firm to use a penetration price after having skimmed the 
market with a higher price. 

Penetration pricing can be especially beneficial when a mar- 
keter suspects that competitors could enter the market easily. If 
penetration pricing allows the marketer to gain a large market 
share quickly, competitors may be discouraged from entering the 
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especially lucrative to potential new entrants. 


Captive Pricing Propuct-LInE PRICING 


Products that require component replacement on a 
regular basis, such as razors and printers, may be relatively Rather than considering products on an item-by-item basis when 


inexpensive, but the replacement components are premium 


determini icing strategies, som k li 
priced. This type of pricing is referred to as captive pricing. pemmniigier gies, some marketers employ product-line 


pricing. Product-line pricing means establishing and adjusting the 
prices of multiple products within a product line. When marketers 
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use product-line pricing, their goal is to maximize profits for an entire product line rather than 
focusing on the profitability of an individual product. Product-line pricing can lend marketers 
flexibility in price setting. For example, marketers can set prices so that one product is quite profit- 
able while another increases market share due to having a lower price than competing products. 
Before setting prices for a product line, marketers evaluate the relationship among the prod- 
ucts in the line. When products in a line are complementary, sales increases in one item raise 
demand for other items. For instance, desktop printers and toner cartridges are complementary 
products. When products in a line function as substitutes for one another, buyers of one product 
in the line are unlikely to purchase one of the other products in the same line. In this case, mar- 
keters must be sensitive to how a price change for one of the brands may affect the demand not 
only for that brand but also for the substitute brands. For instance, if decision makers at Procter & 
Gamble were considering a price change for Tide detergent, they would be concerned about how 


captive pricing 

Pricing the basic product in a 
product line low, while pricing 
related items higher 


premium pricing 
Pricing the highest-quality or 


the price change might influence sales of Cheer, Bold, and Gain. 


When marketers employ product-line pricing, they have several strategies from which to 
choose. These include captive pricing, premium pricing, bait pricing, and price lining. 


Captive Pricing 


With captive pricing, the basic product in a product line is priced low, whereas items required 
to operate or enhance it are priced higher. Printer companies have used this pricing strategy: 
providing relatively low-cost, low-margin printers and selling ink cartridges to generate sig- 


nificant profits. Kodak, however, is promoting a printer that 
goes against the captive pricing strategy used by the majority 
in the market. Kodak has introduced a slightly more expensive 
printer that uses ink cartridges that are priced cheaper than 


the competition.” 


Premium Pricing 


Premium pricing is often used when a product line contains 
several versions of the same product; the highest-quality prod- 
ucts or those with the most versatility are given the highest 
prices. Chevrolet, for example, prices its fastest, most powerful 
Corvette ZR1 at more than $111,000. The company expects its 
premium-priced Corvette, with its hand-built 638-horsepower 
V8 engine, to compete with the performance of a Ferrari.'® 
Other products in the line are priced to appeal to price-sensi- 
tive shoppers or to buyers who seek product-specific features. 

Marketers that use a premium strategy often realize a 
significant portion of their profits from premium-priced 
products. Examples of product categories that commonly 
use premium pricing are small kitchen appliances, beer, ice 
cream, and cable television service. 


Bait Pricing 

To attract customers, marketers may put a low price on one 
item in the product line with the intention of selling a higher- 
priced item in the line; this strategy is known as bait pricing. 
For example, a computer retailer might advertise its lowest- 
priced computer model, hoping that when customers come to 
the store they will purchase a higher-priced one. This strategy 
can facilitate sales of a line’s higher-priced products. As long as 
a retailer has sufficient quantities of the advertised low-priced 


most versatile products higher 
than other models in the 
product line 


bait pricing 

Pricing an item in a product line 
low with the intention of selling 
a higher-priced item in the line 


Entrepreneurship in Marketing 


Never Want to Wear the Same 
Dress Twice? Rent It! 


Web-savvy entrepreneurs are making it easy to 

rent upscale fashion items with just a click. Jennifer 
Hyman and Jenny Fleiss, cofounders of Rent the 
Runway, recognized an opportunity during the recent 
recession to meet the needs of fashion-conscious 
consumers on a budget by renting luxury clothing 
and accessories online. After the recession, their 
business grew even more quickly as word spread 
about the availability of the latest, prestige-priced 
designer styles for rent. 


Rental prices start at about 10 percent of the retail 
purchase price. Customers can click to browse fashions 
or call toll-free to consult with a style advisor about 
outfits and sizing. Each rental comes with a “backup” size, 
in case the chosen size doesn't fit perfectly. After that 
special occasion, customers simply slip the rented item 
into the postage-paid envelope, and Rent the Runway 
takes care of the dry cleaning. The entrepreneurs 
recently added luxury bridal fashions, complete with a 
personal fitting.‘ 
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model available for sale, this strategy is considered acceptable. In contrast, bait and switch is an 
activity in which retailers have no intention of selling the bait product; they use the low price 
merely to entice customers into the store to sell them higher-priced products. Bait and switch 
is considered unethical, and in some states it is illegal. 


Price Lining 
When an organization sets a limited number of prices for selected groups or lines of merchan- 
dise, it is using price lining. A retailer may have various styles and brands of similar-quality men’s 
shirts that sell for $15 and another line of higher-quality shirts that sell for $22. Microsoft set 
different prices for different versions of its Windows 7 operating system depending on features: 
the barebones Windows 7 Home Premium for $120, Windows 7 Professional for $200, and the 
feature-packed Windows 7 Ultimate for $220." Price lining simplifies customers’ decision mak- 
ing by holding constant one key variable in the final selection of style and brand within a line. 
The basic assumption in price lining is that the demand for various groups or sets of prod- 
ucts is inelastic. If the prices are attractive, customers will concentrate their purchases without 
responding to slight changes in price. Thus, a women’s dress shop that carries dresses priced at 
$85, $55, and $35 may not attract many more sales with a drop to, say, $83, $53, and $33. 
The “space” between the price of $85 and $55, however, can stir changes in consumer response. 
With price lining, the demand curve looks like a series of steps, as shown in Figure 13.2. 
Another type of price lining is subscription services. Cable or satellite TV subscribers 
choose different packages or groupings of channels with different prices. Likewise, subscrib- 
ers to subscription DVD rental services like Netflix can choose a membership price based on 
the number of DVDs they want to receive at one time. 


PsYCHOLOGICAL PRICING 


Learning the price of a product is not always a pleasant experience for customers. It is sometimes 
surprising (as at a movie concession stand) and sometimes downright horrifying; most of us 
have experienced some sort of “sticker shock.” Researchers have found that consumers are likely 
to have negative reactions to incomplete or unclear pricing information, especially when it is 
conveyed through misleading communications.'* Psychological pricing attempts to influence 
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a Customer's perception of price to make a product's price more attractive. In this section, we 
consider several forms of psychological pricing: reference pricing, bundle pricing, multiple-unit 
pricing, everyday low prices (EDLP), odd-even pricing, customary pricing, and prestige pricing. 


Reference Pricing 


Reference pricing means pricing a product at a moderate level and displaying it next to a 
more expensive model or brand in the hope that the customer will use the higher price as an 
external reference price (i.e., a comparison price). Because of the comparison, the customer 
is expected to view the moderate price favorably. Reference pricing is based on the “isolation 
effect,” meaning an alternative is less attractive when viewed by itself than when compared 
with other alternatives. When you go to Best Buy to buy a DVD player, a moderately priced 
DVD player may appear especially attractive because it offers most of the important attri- 
butes of the more expensive alternatives on display and at a lower price. 


Bundle Pricing 


Bundle pricing is packaging together two or more products, usually complementary ones, to 
be sold at a single price. Many fast-food restaurants, for example, offer combination meals at a 
price that is lower than the combined prices of each item priced separately. Most telephone and 
cable television providers bundle local telephone service, broadband Internet access, and digital 
cable or satellite television for one monthly fee. To attract customers, the single bundled price 
is usually considerably less than the sum of the prices of the individual products. Microsoft, for 
example, sells its Xbox 360 console by itself, but for an extra $100, customers can purchase a 
bundle that includes the Xbox 360 console, a Kinect sensor, and the Kinect Adventures game. 
If a customer chose to purchase the Kinect sensor and video game separately from the console, 
it would cost $150.” The opportunity to buy the bundled combination of products in a single 
transaction may be of value to the customer as well. Marketing research models suggest that 
marketers can develop heterogeneous bundles of products with optimal prices for different mar- 
ket segments.” Bundle pricing facilitates customer satisfaction and, when slow-moving products 
are bundled with those with a higher turnover, can help stimulate sales and increase revenues. 
It may also help foster customer loyalty and improve customer retention. Selling products as a 
package rather than individually may also result in cost savings. Bundle pricing is commonly 
used for banking and travel services, computers, and automobiles with option packages. 


Multiple-Unit Pricing 
Multiple-unit pricing occurs when two or more identical products are packaged together 


and sold at a single price. This normally results in a lower per-unit price than the price regu- 
larly charged. Multiple-unit pricing is commonly used for twin-packs of potato chips, 4-packs 
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of light bulbs, and 6- and 12-packs of soft drinks. Customers benefit from the cost savings 
and convenience this pricing strategy affords. A company may use multiple-unit pricing to 
attract new customers to its brands and, in some instances, to increase consumption of them. 
When customers buy in larger quantities, their consumption of the product may increase. For 
instance, multiple-unit pricing may encourage a customer to buy larger quantities of snacks, 
which are likely to be consumed in higher volume at the point of consumption simply because 
they are available. However, this is not true for all products. For instance, greater availability at 
the point of consumption of light bulbs, bar soap, and table salt is not likely to increase usage. 

Discount stores and especially warehouse clubs, like Sam’s Club and Costco, are major 
users of multiple-unit pricing. For certain products in these stores, customers receive signifi- 
cant per-unit price reductions when they buy packages containing multiple units of the same 
product, such as an eight-pack of canned tuna fish. 


Everyday Low Prices (EDLP) 


To reduce or eliminate the use of frequent short-term price reductions, some organizations use 
an approach referred to as everyday low prices (EDLP). With EDLP, a marketer sets a low price 
for its products on a consistent basis rather than setting higher prices and frequently discounting 
EDI Dy them. Everyday low prices, though not deeply discounted, are set far enough below competi- 
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tors’ prices to make customers feel confident they are receiving a fair price. EDLP is employed 
by retailers like Walmart and manufacturers like Procter & Gamble. Indeed, Walmart, which 
has already trademarked the phrase “Always Low Prices. Always,” sought to trademark the acro- 
nym EDLP because of its extensive use of the practice. However, vociferous opposition from 
the National Grocers Association and SuperValu, a supermarket chain, as well as other firms 
ultimately led Walmart to withdraw its trademark application.”! A company that uses EDLP 
benefits from reduced losses from frequent markdowns, greater stability in sales, and decreased 


promotional costs. 

One of the major problems with EDLP is that customers can 
respond to it in several different ways. Over the last several years, 
many marketers have inadvertently “trained” customers to expect 
and seek out deeply discounted prices. In some product categories, 
such as apparel, finding the deepest discount has become almost a 
national consumer sport. Thus, failure to provide deep discounts 
can be a problem for certain marketers. In some instances, cus- 
tomers simply do not believe everyday low prices are what mar- 
keters claim they are but are instead a marketing gimmick. 


Odd-Even Pricing 


Through odd-even pricing—ending the price with certain 
numbers—marketers try to influence buyers’ perceptions of the 
price or the product. Odd pricing assumes more of a product 
will be sold at $99.95 than at $100. Theoretically, customers 
will think, or at least tell friends, that the product is a bargain— 
not $100, but $99 and change. Also, customers will supposedly 
think the store could have charged $100 but instead cut the price 
to the last cent, to $99.95. Some claim, too, that certain types of 
customers are more attracted by odd prices than by even ones. 
Researchers have found that women are more likely to respond 
to odd-ending prices than men are.”” However, research on the 
effect of odd-even prices has demonstrated conflicting results; 
one recent study found that odd prices that end in 5 or 9 failed 
to trigger the threshold of consumer response.”? Nonetheless, 
odd prices are far more common today than even prices. 
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Everyday Low Prices 
Walmart is a major user of everyday low prices. 
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Even prices are often used to give a product an exclusive or upscale image. An even 
price supposedly will influence a customer to view the product as being a high-quality, pre- 
mium brand. A shirt maker, for example, may print on a premium shirt package a suggested 
retail price of $42.00 instead of $41.95; the even price of the shirt is used to enhance its 
upscale image. 


Customary Pricing 


With customary pricing, certain goods are priced primarily on the basis of tradition. Recent 
economic uncertainties have made most prices fluctuate fairly widely, but the classic example 
of the customary, or traditional, price is the price of a candy bar. For years, a candy bar 
cost 5 cents. A new candy bar would have had to be something very special to sell for more 
than a nickel. This price was so sacred that rather than change it, manufacturers increased 
or decreased the size of the candy bar itself as chocolate prices fluctuated. Today, of course, 
the nickel candy bar has disappeared. However, most candy bars still sell at a consistent, but 
obviously higher, price. Thus, customary pricing remains the standard for this market. 


Prestige Pricing 

With prestige pricing, prices are set at an artificially high level to convey prestige or a qual- 
ity image. Prestige pricing is used especially when buyers associate a higher price with higher 
quality. Pharmacists report that some consumers complain when a prescription does not 
cost enough; apparently some consumers associate a drug’s price with its potency. Research 
confirms that many consumers believe a more expensive medicine works better than a less 
costly one.” 

Typical product categories in which selected products are prestige priced include per- 
fumes, liquor, jewelry, and cars. Although appliances have not traditionally been prestige 
priced, upscale appliances have appeared in recent years to capitalize on the willingness of 
some consumer segments to “trade up” for high-quality products. These consumers do not 
mind paying extra for a Subzero refrigerator, a Viking commercial range, or a Whirlpool 
Duet washer and dryer because these products offer high quality as well as a level of prestige. 
If these producers lowered their prices dramatically, the new prices would be inconsistent 
with the perceived high-quality images of their products. From golf clubs to handbags, pres- 
tige products are selling at record levels. Consider some of the prestige products shown in 
Table 13.4 that were selected as the best by Smart Money magazine. 


PROFESSIONAL PRICING 


Professional pricing is used by people who have great skill or experience in a particular field. 
Professionals often believe their fees (prices) should not relate directly to the time and effort 


spent in specific cases; rather, a standard fee is charged regardless of the problems involved 


Source: “Holiday Gift Guide: The Best of Everything,” Smart Money, November 13, 2010, www.smartmoney.com. 
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in performing the job. Some doctors’ and lawyers’ fees are prime examples, such as $75 for 
an office visit, $2,000 for an appendectomy, and $995 for a divorce. Other professionals set 
prices in other ways. Like other marketers, professionals have costs associated with facilities, 
labor, insurance, equipment, and supplies. Certainly, costs are considered when setting pro- 
fessional prices. 

The concept of professional pricing carries the idea that professionals have an ethical 
responsibility not to overcharge customers. In some situations, a seller can charge customers 
a high price and continue to sell many units of the product. Medicine offers several examples. 
If a person with diabetes requires one insulin treatment per day to survive, she or he will 
probably buy that treatment whether its price is $1 or $10. In fact, the patient will probably 
purchase the treatment even if the price rose. In these situations, sellers could charge exorbi- 
tant fees. Drug companies claim that despite their positions of strength in this regard, they 
charge ethical prices rather than what the market will bear. 


PROMOTIONAL PRICING 


As an ingredient in the marketing mix, price is often coordinated with promotion. The two vari- 
ables are sometimes so closely interrelated that the pricing policy is promotion-oriented. ‘Types 
of promotional pricing include price leaders, special-event pricing, and comparison discounting. 


Price Leaders 


Sometimes, a firm prices a few products below the usual markup, near cost, or below cost, 
which results in prices known as price leaders. This type of pricing is used most often in 
supermarkets and restaurants to attract customers by giving them especially low prices on a 
few items. Management hopes that sales of regularly priced products will more than offset 
the reduced revenues from the price leaders. 


Special-Event Pricing 

To increase sales volume, many organizations coordinate price with advertising or sales pro- 
motions for seasonal or special situations. Special-event pricing involves advertised sales or 
price cutting linked to a holiday, a season, or an event. If the pricing objective is survival, 
special sales events may be designed to generate the necessary operating capital. Special-event 


New Day, New Deal 


mall businesses are getting big attention on “deal-a- 

day” websites such as Groupon and Group Swoop. The 

idea is to promote one eye-catching local discount 
every day, valid only if a minimum number of consumers buy. 
The deal sites keep a commission on each sale, which entre- 
preneurs must factor into their pricing plans. 


Some small businesses use daily-deal sites to reach new cus- 
tomers. When Mission Minis, a San Francisco bakery, offered 
a half-price deal on Groupon, more than 3,000 consumers 


clicked to buy. This unexpectedly strong response caught the 
bakery by surprise. Despite the higher costs for additional 
ingredients and the strain on the workforce, the owner says 
the deal was worthwhile because many customers came back 
to buy at full price. 


Turning deal-a-day buyers into loyal customers can help a small 
business move toward future profitability. Endeavor Personal 
Concierge in Chicago found that 25 percent of its deal-a-day 
buyers turned into repeat customers, a good deal for all.? 
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pricing entails coordination of production, scheduling, stor- 
age, and physical distribution. Whenever a sales lag occurs, 
special-event pricing is an alternative that marketers should 
consider. 


Comparison Discounting 


Comparison discounting sets the price of a product 
at a specific level and simultaneously compares it with a 
higher price. The higher price may be the product’s pre- 
vious price, the price of a competing brand, the product’s 
price at another retail outlet, or a manufacturer's suggested 
retail price. Customers may find comparative discounting 
informative, and it can have a significant impact on their 
purchases. However, overuse of comparison pricing may 
reduce customers’ internal reference prices, meaning they 
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Because this pricing strategy has occasionally led to 
deceptive pricing practices, the Federal Trade Commission 
has established guidelines for comparison discounting. If 
the higher price against which the comparison is made is 
the price formerly charged for the product, the seller must 
have made the previous price available to customers for a 
reasonable period of time. If the seller presents the higher 
price as the one charged by other retailers in the same trade 
area, it must be able to demonstrate that this claim is true. 
When the seller presents the higher price as the manufac- 


Promotional Pricing 


turer's suggested retail price, the higher price must be similar 

to the price at which a reasonable proportion of the product was sold. Some manufacturers’ 
suggested retail prices are so high that very few products are actually sold at those prices. In 
such cases, comparison discounting would be deceptive. An example of deceptive comparison 
discounting occurred when a major retailer put 93 percent of its power tools on sale, with 
discounts ranging from 10 to 40 percent. The retailer’s frequent price reductions meant the 
tools sold at sale prices most of the year. Thus, comparisons with regular prices were deemed 
to be deceptive. 


Determination of a Specific Price 


A pricing strategy will yield a certain price, the final step in the process. However, this price 
may need refinement to make it consistent with circumstances as well as pricing practices in 
a particular market or industry. Pricing strategies should help in setting a final price. If they 
are to do so, marketers must establish pricing objectives; have considerable knowledge about 
target market customers; and determine demand, price elasticity, costs, and competitive fac- 
tors. Also, the way pricing is used in the marketing mix will affect the final price. 

In the absence of government price controls, pricing remains a flexible and convenient way 
to adjust the marketing mix. In many situations, prices can be adjusted quickly—over a few 
days or even in minutes. Such flexibility is unique to this component of the marketing mix. 


So 
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Describe the six major stages of the process 
used to establish prices. 


The six stages in the process of setting prices are 
(1) developing pricing objectives, (2) assessing the 
target market’s evaluation of price, (3) evaluating 
competitors’ prices, (4) choosing a basis for pric- 
ing, (5) selecting a pricing strategy, and (6) deter- 


mining a specific price. 


Explore issues related to developing pricing 
objectives. 


Setting pricing objectives is critical because 
pricing objectives form a foundation on which 
the decisions of subsequent stages are based. 
Organizations may use numerous pricing objec- 
tives, including short-term and long-term ones, 
and different objectives for different products 
and market segments. Pricing objectives are 
overall goals that describe the role of price in a 
firm’s long-range plans. There are several major 
types of pricing objectives. The most funda- 
mental pricing objective is the organization's 
survival. Price usually can be easily adjusted 
to increase sales volume or combat competi- 
tion to help the organization stay alive. Profit 
objectives, which are usually stated in terms 
of sales dollar volume or percentage change, 
are normally set at a satisfactory level rather 
than at a level designed to maximize profits. 
A sales growth objective focuses on increasing 
the profit base by raising sales volume. Pricing 
for return on investment (ROJ) has a specified 
profit as its objective. A pricing objective to 
maintain or increase market share links mar- 
ket position to success. Other types of pricing 
objectives include cash flow, status quo, and 
product quality. 


Understand the importance of identifying the 
target market’s evaluation of price. 


Assessing the target market’s evaluation of price tells 
the marketer how much emphasis to place on price 
and may help determine how far above the com- 
petition the firm can set its prices. Understanding 
how important a product is to customers relative 
to other products, as well as customers’ expecta- 
tions of quality, helps marketers correctly assess the 
target market’s evaluation of price. 
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Examine how marketers analyze competitors’ 
prices. 


A marketer needs to be aware of the prices charged 
for competing brands. This allows the firm to keep 
its prices in line with competitors’ prices when 
nonprice competition is used. If a company uses 
price as a competitive tool, it can price its brand 
below competing brands. 


Describe the bases used for setting prices. 


The three major dimensions on which prices can 
be based are cost, demand, and competition. When 
using cost-based pricing, the firm determines price 
by adding a dollar amount or percentage to the cost 
of the product. Two common cost-based pricing 
methods are cost-plus and markup pricing. Demand- 
based pricing is based on the level of demand for the 
product. To use this method, a marketer must be 
able to estimate the amounts of a product buyers will 
demand at different prices. Demand-based pricing 
results in a high price when demand for a product 
is strong and a low price when demand is weak. In 
the case of competition-based pricing, costs and rev- 
enues are secondary to competitors’ prices. 


Explain the different types of pricing 
strategies. 


A pricing strategy is an approach or a course of 
action designed to achieve pricing and marketing 
objectives. Pricing strategies help marketers solve 
the practical problems of establishing prices. The 
most common pricing strategies are differential 
pricing, new-product pricing, product-line pricing, 
psychological pricing, professional pricing, and 
promotional pricing. 


When marketers employ differential pricing, 
they charge different buyers different prices 
for the same quality and quantity of products. 
Por example, with negotiated pricing, the final 
price is established through bargaining between 
seller and customer. Secondary-market pricing 
involves setting one price for the primary target 
market and a different price for another market; 
often the price charged in the secondary market 
is lower. Marketers employ periodic discount- 
ing when they temporarily lower their prices 
on a patterned or systematic basis; the reason 
for the reduction may be a seasonal change, a 
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model-year change, or a holiday. Random dis- 
counting occurs on an unsystematic basis. 


Two strategies used in new-product pricing are 
price skimming and penetration pricing. With 
price skimming, the organization charges the high- 
est price that buyers who most desire the product 
will pay. A penetration price is a low price designed 
to penetrate a market and gain a significant market 


share quickly. 


Product-line pricing establishes and adjusts the 
prices of multiple products within a product line. 
This strategy includes captive pricing, in which the 
marketer prices the basic product in a product line 
low and prices related items higher; premium pric- 
ing, in which prices on higher-quality or more ver- 
satile products are set higher than those on other 
models in the product line; bait pricing, in which 
the marketer tries to attract customers by pricing 
an item in the product line low with the inten- 
tion of selling a higher-priced item in the line; and 
price lining, in which the organization sets a lim- 
ited number of prices for selected groups or lines 
of merchandise. 


Psychological pricing attempts to influence cus- 
tomers’ perceptions of price to make a product’s 
price more attractive. With reference pricing, 
marketers price a product at a moderate level 
and position it next to a more expensive model 
or brand. Bundle pricing is packaging together 
two or more complementary products and sell- 
ing them at a single price. With multiple-unit 
pricing, two or more identical products are 


packaged together and sold at a single price. To 
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reduce or eliminate use of frequent short-term 
price reductions, some organizations employ 
everyday low pricing (EDLP), setting a low 
price for products on a consistent basis. When 
employing odd-even pricing, marketers try to 
influence buyers’ perceptions of the price or the 
product by ending the price with certain num- 
bers. Customary pricing is based on traditional 
prices. With prestige pricing, prices are set at 
an artificially high level to convey prestige or a 
quality image. 


Professional pricing is used by people who have 
great skill or experience in a particular field, there- 
fore allowing them to set the price. This concept 
carries the idea that professionals have an ethical 
responsibility not to overcharge customers. As an 
ingredient in the marketing mix, price is often 
coordinated with promotion. The two variables are 
sometimes so closely interrelated that the pricing 
policy is promotion-oriented. Promotional pricing 
includes price leaders, special-event pricing, and 
comparison discounting. 


Price leaders are products priced below the usual 
markup, near cost, or below cost. Special-event 
pricing involves advertised sales or price cutting 
linked to a holiday, season, or event. Marketers 
that use a comparison discounting strategy price a 
product at a specific level and compare it with a 


higher price. 


Once a price is determined by using one or more 
pricing strategies, it needs to be refined to a final 
price consistent with the pricing practices in a par- 
ticular market or industry. 
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KEY CONCEPTS 
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bait pricing 377 
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382 
special-event pricing 382 


price leaders 


comparison discounting 383 


ISSUES FOR DISCUSSION AND REVIEW 


1. Identify the six stages in the process of establishing 8. What is differential pricing? In what ways can it be 
prices. achieved? 

2. How does a return on an investment pricing objec- 9. For what types of products would price skimming 
tive differ from an objective of increasing market be most appropriate? For what types of products 
share? would penetration pricing be more effective? 

3. Why must marketing objectives and pricing objec- 10. Describe bundle pricing, and give three examples 
tives be considered when making pricing decisions? using different industries. 

4. Why should a marketer be aware of competitors’ 11. What are the advantages and disadvantages of using 
prices? everyday low prices? 

5. What are the benefits of cost-based pricing? 12. Why do customers associate price with quality? 

; ng: : 

6. Under what conditions is cost-plus pricing most When should prestige pricing be used: 
appropriate? 13. Are price leaders a realistic approach to pricing? 

7. A retailer purchases a can of soup for 24 cents and Explain your answer. 


sells it for 36 cents. Calculate the markup as a per- 
centage of cost and as a percentage of selling price. 


MARKETING APPLICATIONS 


1. Price skimming and penetration pricing are strate- 2. Price lining is used to set a limited number of prices 
gies that are commonly used to set the base price of for selected lines of merchandise. Visit a few local 
a new product. Which strategy is more appropriate retail stores to find examples of price lining. For 
for the following products? Explain. what types of products and stores is this practice 
a. Short airline flights between cities in Florida most common? For what types of products and 
b. A high-definition DVD player stores is price lining not typical or feasible? 
c. A backpack or book bag with a lifetime 3. Professional pricing is used by people who have 


warranty 
d. Season tickets for a newly franchised NBA bas- 
ketball team 


great skill in a particular field, such as doctors, 
lawyers, and business consultants. Find examples 
(advertisements, personal contacts) that reflect a 
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professional pricing policy. How is the price estab- 
lished? Are there any restrictions on the services per- 
formed at that price? 


4, Organizations often use multiple pricing objectives. 
Locate an organization that uses several pricing 
objectives, and discuss how this approach influences 
the company’s marketing mix decisions. Are some 
objectives oriented toward the short term and oth- 
ers toward the long term? How does the marketing 
environment influence these objectives? 


ONLINE EXERCISE 


5. T-Mobile has attempted to position itself as a low- 
cost cellular phone service provider. A person can 


purchase a calling plan, a cellular phone, and phone 

accessories at its website. Visit the T-Mobile website 

at www.t-mobile.com. 

a. Determine the various nationwide calling rates 
available in your city. 

b. How many different calling plans are available 
in your area? 

c. What type of pricing strategy is T-Mobile using 


on its rate plans in your area? 


DEVELOPING YOUR MARKETING PLAN 


Setting the right price for a product is a crucial part of 
marketing strategy. Price helps to establish a product's 
position in the mind of the consumer and can differen- 
tiate a product from its competition. Several decisions 
in the marketing plan will be affected by the pricing 
strategy that is selected. To assist you in relating the 
information in this chapter to the development of your 
marketing plan, focus on the following: 


1. Using Table 13.1 as a guide, discuss each of the seven 
pricing objectives. Which pricing objectives will you 
use for your product? Consider the product life cycle, 
competition, and product positioning for your target 
market during your discussion. 


2. Review the various types of pricing strategies in 
Table 13.3. Which of these is the most appropri- 


ate for your product? 


3. Select a basis for pricing your product (cost, 
demand, and/or competition). How will you know 
when it is time to revise your pricing strategy? 


The information obtained from these questions 
should assist you in developing various aspects of your 
marketing plan found in the /nteractive Marketing Plan 
exercise at www.cengagebrain.com. 


VIDEO CASE 


Tiny car, tiny price tag, tiny gasoline bill. The Smart Car, made 

by Daimler’s Mercedes Car Group in Hambach, France, first 
appeared on U.S. roads in 2008, just as prices at the gas pump 
were hitting record highs week after week. The timing could 

not have been better. Tired of emptying their wallets every time 
they filled their gas tanks, many U.S. drivers were thinking about 
downsizing from a big sport-utility vehicle or pickup truck to a 
smaller vehicle. But were they ready for a 106-inch-long car that 
seated only two people? Daimler was ready to find out. 


The Smart Car had a good track record in other parts of the 
world. From 1998 to 2008, Daimler sold more than 900,000 
Smart Cars in Europe, the Middle East, Asia, Australia, Mexico, 
and Canada. The car was cute, nimble, and unconventional—a 
good size for getting through crowded, narrow city streets and 
fitting into any tight parking spot. Not only was the purchase 
price highly affordable, but the excellent fuel efficiency made 
the car especially popular in countries where gas prices were 
generally high. 


To bring the Smart Car to the United States, Daimler rede- 
signed the body and engineering to meet U.S. safety standards. 
It added six inches to the car's length and included four air 
bags, an antilock braking system, a collapsing steering col- 
umn, and other safety features. It also installed a fuel-saving 
71-horsepower engine so that the Smart Car would go about 
40 highway miles ona gallon of gasoline. 


Daimler set the list price of the Smart Fortwo Pure model—the 
basic version of the two-seater—at $11,590. The list price of the 
Smart Fortwo Passion Coupe, equipped with more features, was 
$13,590. The list price of the Smart Fortwo Passion Cabriolet, 

a convertible with leather seats and additional features, was 
$16,590. Buyers had the option of ordering extras, like a 
metallic-paint finish or an alarm system, for an additional fee. 
Keeping the list price as tiny as the car allowed Daimler to build 
market share quickly. 


Rather than selling Smart Cars through its regular dealer net- 
work, Daimler contracted with the Penske Automotive Group to 
handle distribution and sales. In another unusual move, Daimler 
set up a website to let buyers reserve the model of their choice 
and choose from six interior colors and six exterior colors on the 
car body’s removable panels. Three of the exterior colors were 
offered as part of the purchase price, while the three metallic 
exterior colors were offered at an extra cost. The $99 reservation 
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Is SMART Car’s PRICE SMART? 


fee was applied to the buyer's purchase price once the ordered 
model became available. By the time Smart Cars arrived in U.S. 
showrooms, 30,000 people had paid for reservations. 


To build customer interest prior to the U.S. launch, Daimler sent 
a number of Smart Cars on a 50-city U.S. tour. Nearly 50,000 
members of the media and prospective car buyers took test 
drives. Although many reporters couldn't resist poking fun at 
the tiny car (USA Today called it a “breadbox on wheels”), they 
all noted its high fuel efficiency and low purchase price. Initial 
demand was so strong that even buyers who had reserved their 
cars well in advance had to wait months for delivery. A few U.S. 
customers who didn’t want to wait paid as much as $39,000 for 
European Smart Cars adapted to meet U.S. safety and emissions 
standards. 


Then gasoline prices fell from their record-high levels and the 
global economy plunged into recession. By 2009, the downturn 
was so severe that car sales plummeted across the board as 
U.S. consumers and businesses clamped down on buying. The 
combination of significantly lower gas prices and a sluggish 
economy put a serious dent into U.S. sales of the Smart Car. To 
reignite customer interest, Daimler offered low-interest financ- 
ing and, for the first time, its U.S. dealers discounted the car’s 
retail price. In 2010, the company also introduced a limited- 
edition electric Smart Car to appeal to buyers interested in eco- 
friendly alternatives to traditional gas-driven cars. 


Today, Daimler continues to face intense competition in the 
small-car segment. Looking ahead, what else can it do to accel- 
erate purchases of its stylish Smart Car without depending on 
constant discounts, rebates, and other price-cutting measures?” 


QUESTIONS FOR DISCUSSION 


1. Why is bundle pricing appropriate for the various models of 
Smart Cars? 


2. How is demand likely to affect dealers’ willingness to nego- 
tiate prices with Smart Car buyers? 


3. Imagine that Daimler is considering whether to sell 
unpainted Smart Cars and reduce the list price by $1,500. 
The Smart Car exterior consists of 10 removable panels that 
can be easily painted. Buyers could paint their own panels, 
leave the panels unpainted, or pay the dealer an additional 
fee to personalize their cars by having the panels custom 
finished in almost any color or design. What are the advan- 
tages and disadvantages of this pricing idea? 
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PART 6 


DISTRIBUTION 
DECISIONS 


Developing products that satisfy customers is important, but it is not enough to 
guarantee successful marketing strategies. Products must also be available in adequate 
quantities in accessible locations at the times when customers desire them. Part 6 deals 
with the distribution of products and the marketing channels and institutions that help 
to make products available. Chapter 14 discusses supply-chain management, marketing 
channels, and the decisions and activities associated with the physical distribution 

of products, such as order processing, materials handling, warehousing, inventory 
management, and transportation. Chapter 15 explores retailing and wholesaling, 
including types of retailers and wholesalers, direct marketing and selling, and strategic 
retailing issues. 
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OBSEC TIVES: 


1 


Describe the foundations 
of supply-chain 
management. 


Explore the role and 
significance of marketing 
channels and supply 
chains. 


Identify types of marketing 
channels. 


Understand factors that 
influence marketing 
channel selection. 


Identify the intensity of 
market coverage. 


Examine strategic issues 
in marketing channels, 
including leadership, 
cooperation, and conflict. 


Examine physical 
distribution as a part of 
supply-chain management. 


Explore legal issues in 
channel management. 
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Dell’s Distribution Continues to Evolve 


When Michael Dell started his Texas-based computer business in 1984, he 
chose a distribution strategy that was radically different from that of other 
computer marketers. Instead of selling through wholesalers and retailers, the 
company dealt directly with customers to keep costs low and be able to cater 
to customers’ needs by building each computer to order. 

Although Dell experimented with retail distribution occasionally, global 
competition had become so intense by 2007 that the company decided to 
entirely revamp its channel strategy. Now, Dell sells through Walmart’s U.S. 
stores, Carphone Warehouse's U.K. stores, Bic Camera's Japanese stores, and 
Gome’s Chinese stores. In addition, it has opened Dell stores in several fast- 
growing markets, such as India. 

Still, selling directly to customers remains a top priority. Dell mails mil- 
lions of catalogs each year and invites orders 24/7 through websites tailored 
to each target market. It also maintains an online outlet store to sell discon- 
tinued and refurbished products and has a sales force for government agen- 
cies and big businesses that buy in volume. 

Moreover, Dell is a pioneer in engaging customers through social media. 
It has more than 600,000 fans on Facebook, where its offers steer custom- 
ers to its various websites. The company’s active Twitter presence generated 
more than $6 million in sales during the first three years alone. That may be 
a tiny sliver of Dell’s $61.5 billion in.annual revenue, but it demonstrates the 
company’s flexibility in adapting its distribution as customer behavior, com- 
petition, and technology change the marketing environment.' 
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| Dee like those made by Dell relate to the distribution component of the market- 
ing mix, which focuses on the decisions and activities involved in making products 
available to customers when and where they want to purchase them. Choosing which chan- 
nels of distribution to use is a major decision in the development of marketing strategies. 

In this chapter, we focus on marketing channels and supply-chain management. First, 
we explore the concept of the supply chain and its various activities. Second, we elaborate 
on marketing channels and the need for intermediaries and then analyze the primary func- 
tions they perform. Next, we outline the types and characteristics of marketing channels, 
discuss how they are selected, and explore how marketers determine the appropriate intensity 
of market coverage for a product. We examine the strategic channel issues of leadership, 
cooperation, and conflict. We also look at the role of physical distribution within the supply 
chain, including its objectives and basic functions. Finally, we look at several legal issues that 
affect channel management. 


Foundations of the Supply Chain 


An important function of distribution is the joint effort of all involved organizations to 
be part of creating an effective supply chain, which refers to all the activities associated 
with the flow and transformation of products from raw materials through to the end 
customer. This results in a total distribution system that involves firms that are both 
“upstream” in the supply chain (e.g., suppliers) and “downstream” (e.g., wholesalers, 
retailers) to serve customers and generate competitive advantage. Historically, market- 
ing focused on only certain downstream activities of supply chains, but today market- 
ing professionals are recognizing that important marketplace advantages can be secured 
by effectively integrating important activities in the supply chain. These include opera- 
tions, logistics, sourcing, and marketing channels. Integrating these activities requires 
marketing managers to work with their counterparts in operations management, logis- 
tics management, and supply management. Operations management is the total set of 
managerial activities used by an organization to transform resource inputs into products, 
services, or both.” Logistics management involves planning, implementing, and con- 
trolling the efficient and effective flow and storage of products and information from 
the point of origin to consumption to meet customers’ needs and wants. In 2010, the 
costs of the U.S. business logistics system alone equaled about 8.3 percent of the nation’s 
GDP? Supply management (e.g., purchasing, procurement, sourcing) in its broadest 
form refers to the processes that enable the progress of value from raw material to final 
customer and back to redesign and final disposition. 

Supply-chain management is therefore a set of approaches used to integrate the func- 
tions of operations management, logistics management, supply management, and marketing 
channel management so products are produced and distributed in the right quantities, to the 
right locations, and at the right time. It includes activities such as manufacturing, research, 
sales, advertising, shipping, and most of all, cooperating and understanding of tradeoffs 
throughout the whole chain to achieve optimal levels of efficiency and service. The key tasks 
involved in supply-chain management are outlined in Table 14.1. Supply-chain management 
also includes suppliers of raw materials and other components to make goods and services, 
logistics and transportation firms, communication firms, and other firms that indirectly take 
part in marketing exchanges. Thus, the supply chain includes all entities that facilitate prod- 
uct distribution and benefit from cooperative efforts. 

Technology has improved supply-chain management capabilities on a global basis. 
Information technology in particular has created an almost seamless distribution process 
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TABLE 14.1 _ Key Tasks in Supply-Chain Management 


Marketing Activities Sample Activities 


Organizational and systemwide coordination of operations and 
partnerships to meet customers’ product needs. 


Operations management 


Sourcing of necessary resources, products, and services from 
suppliers to support all supply-chain members. 


Supply management 


All activities designed to move the product through the 
marketing channel to the end user, including warehousing and 
inventory management. 


Logistics management 


All activities related to selling, service, and the development of 
long-term customer relationships. 


Channel management 


for matching inventory needs to manufacturer requirements in the upstream portion of the 
supply chain and to customers’ requirements in the downstream portion of the chain. With 
integrated information sharing among chain members, costs can be reduced, service can be 
improved, and increased value can be provided to the end customer. Indeed, information is 
crucial in operating supply chains efficiently and effectively. 

As demand for innovative goods and services has escalated in recent years, market- 
ers have had to increase their flexibility and responsiveness to develop new products and 
modify existing ones to meet the ever-changing needs of customers. Suppliers now provide 
material and service inputs to meet customer needs in the upstream portion of the supply 
chain. Customers are increasingly a knowledge source in developing the right product in 
the downstream portion of the supply chain. This means that the entire supply chain is 
critically important in ensuring that customers get the products when, where, and how 
they want them. Consider the challenge Nike faces with NIKEiD, the company’s custom 
product line that includes shoes, clothing, and equipment. Each product is designed by 
the customer and must be specially made to their specifications. The product is then trans- 
ported across the ocean and by land to the customer’s home. While Nike does charge a fee 
for the custom order, ensuring the company’s supply chain is flexible enough to handle 
these orders requires a large investment of time and money. 

Firms must therefore be involved in the management of their own supply chains in part- 
nership with the network of upstream and downstream organizations in the supply chain. 
Upstream firms provide direct or indirect input to make the product. Downstream firms 
are responsible for delivery of the product and after-market services to the end customers. 
The management of the upstream and downstream in the supply-chain activities is what is 
involved in managing supply chains. 

Effective supply-chain management is closely linked to a market orientation. All func- 
tional areas of business (marketing, management, production, finance, and information 
systems) are involved in executing a customer orientation and supply-chain management. 
Both of these activities overlap with operations management, logistics management, and 
supply management. If a firm has established a marketing strategy based on continuous 
customer-focused leadership, then supply-chain management will be driven by cooperation 
and strategic coordination to ensure customer satisfaction. Managers should recognize that 
supply-chain management is critical to fulfilling customer requirements and requires coordi- 
nation with all areas of the business. This logical association between market orientation and 
supply-chain management should lead to increased firm performance.‘ 


CHAPTER 14: MARKETING CHANNELS AND SUPPLY-CHAIN MANAGEMENT 


Technology Facilitates 
Supply-Chain 
Management 

Technology helps create 
efficiencies in supply-chain 
management activities, such as 
logistics management. 
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The Role of Marketing Channels 
in Supply Chains 


A marketing channel (also called a channel of distribution or distribution channel) is a group 
of individuals and organizations that direct the flow of products from producers to custom- 
ers within the supply chain. The major role of marketing channels—in concert with opera- 
tions management, logistics management, and supply management—is to make products 
available at the right time at the right place in the right quantities. Providing customer sat- 
isfaction should be the driving force behind marketing channel decisions. Buyers’ needs and 
behavior are therefore important concerns of channel members. 
Some marketing channels are direct, meaning that the product goes directly from the pro- 
ducer to the customer. For instance, when a customer orders food online from Omaha Steaks, the 
product is sent from the manufacturer to the customer. Most channels, however, have one or more 
marketing intermediaries that link producers to other intermediaries or to ultimate consumers 
through contractual arrangements or through the purchase and reselling of products. Marketing 
intermediaries perform the activities described in Table 14.2. They also play key roles in customer 
relationship management, not only through their distribution activities but also by maintaining 
databases and information systems to help all members of the marketing channel maintain effec- 
tive customer relationships. For example, eBay serves as a marketing intermediary between Internet 
sellers and buyers. eBay not only provides a forum for these exchanges but also helps facilitate rela- 
tionships among eBay channel members and eases payment issues through its PayPal subsidiary. 
Wholesalers and retailers are examples of intermediaries. Wholesalers buy and 
resell products to other wholesalers, retailers, and industrial customers. Retailers purchase 
products and resell them to the end consumers. Consider your local supermarket, which 
probably purchased the Tylenol or Advil on its shelves from a wholesaler. The whole- 
saler purchased that pain medicine, along with other over-the-counter and prescrip- 
tion drugs, from manufacturers such as McNeil Consumer Labs and Whitehall-Robins. 
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TABLE 14.2 Marketing Channel Activities Performed by Intermediaries 


Marketing Activities Sample Activities 


Marketing information Analyze sales data and other information in databases and = 
information systems. Perform or commission marketing research. Es 

Marketing management | Establish strategic and tactical plans for developing customer Es 
relationships and organizational productivity. . 

8 

Facilitating exchanges Choose product assortments that match the needs of customers. @ 
Cooperate with channel members to develop partnerships. & 

= 

Promotion Set promotional objectives. Coordinate advertising, personal & 


anaes 


selling, sales promotion, publicity, and packaging. 


= 


sR 


Price Establish pricing policies and terms of sales. 
Physical distribution Manage transportation, warehousing, materials handling, S 
inventory control, and communication. & 

Fd 


e@ 


Chapter 15 discusses the functions of wholesalers and retailers in marketing channels in 
greater detail. 

Supply chains start with the customer and require the cooperation of channel members to 
satisfy customer requirements. All members should focus on cooperation to reduce the costs 
of all channel members and thereby improve profits. For example, some customers prefer to 
purchase products from companies that have environmentally friendly products or business 
practices. In response to this, Dell began changing the way it packages its products. The com- 
pany began using a multipack option for customers who purchase multiple systems at once. In 
addition, it has been working on making its packages smaller, with stronger but thinner and 
lighter cushioning. Dell also uses recycled boxes and bamboo packaging, and recently began 
trying out a new cushion made from a mushroom-based fungus material. By using sustainable 
packaging materials and reducing the weight and size of its products, the company has been 
able to reduce its footprint on the world while also saving money on its packaging, transporta- 
tion, and storage costs.” When the buyer, the seller, marketing intermediaries, and facilitating 
agencies work together, the cooperative relationship results in compromise and adjustments 
that meet customers’ needs regarding delivery, scheduling, packaging, or other requirements. 

Each supply-chain member requires information from other channel members. For 
instance, suppliers need order and forecast information from the manufacturer; they 
also may need availability information from their own suppliers. Customer relationship 
management (CRM) systems exploit the information from supply-chain partners’ infor- 
mation systems to help all channel members make marketing strategy decisions that 
develop and sustain desirable customer relationships. Thus, managing relationships with 
supply-chain partners is crucial to satisfying customers. CRM is gaining popularity, with 
companies such as Hewlett-Packard and Amazon.com spending large sums of money on 
implementation and support for data mining and CRM analytical applications. 


THE SIGNIFICANCE OF MARKETING CHANNELS 


Although marketing channel decisions do not have to precede other marketing decisions, they 
are a powerful influence on the rest of the marketing mix (i.e., product, promotion, and pricing). 
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Marketing Intermediaries 
Drug stores create value by providing 
a variety of products to customers. 


Lisa Quinones/Newscom 


Channel decisions are critical because they determine a product’s market presence and buyers’ 


accessibility to the product. Without effective marketing channel operations, even the best goods 
and services will not be successful. Consider that small businesses are more likely to purchase 
computers from chain specialty stores such as Best Buy and Office Depot, putting computer 
companies without distribution through these outlets at a disadvantage. In fact, even Dell— 
which pioneered the direct-sales model in the computer industry—is now selling its computers 
at Best Buy. The option of buying Dell systems directly from Dell or in retail stores such as Best 
Buy means that customers can purchase what they need when and where they want while also 
allowing customers to “test drive” a computer system of their choice. 

Marketing channel decisions have additional strategic significance because they generally 
entail long-term commitments among a variety of firms (e.g., suppliers, logistics providers, 
and operations firms). It is usually easier to change prices or promotional strategies than to 
change marketing channels. Marketing channels also serve many functions, including creat- 
ing utility and facilitating exchange efficiencies. Although some of these functions may be 
performed by a single channel member, most functions are accomplished through both inde- 
pendent and joint efforts of channel members. 


Marketing Channels Create Utility 


Marketing channels create four types of utility: time, place, possession, and form. Time utility 
is having products available when the customer wants them. Services like Movies On Demand 
allow customers to watch a movie whenever they want, unlike most video stores that are not open 
24 hours. Place utility is created by making products available in locations where customers wish 
to purchase them. For example, a bowling alley that has a vending machine with socks allows 
customers who did not bring socks to purchase a pair without leaving the facility. Possession utility 
means that the customer has access to the product to use or to store for future use. Possession util- 
ity can occur through ownership or through arrangements that give the customer the right to use 
the product, such as a lease or rental agreement. Channel members sometimes create form utility 
by assembling, preparing, or otherwise refining the product to suit individual customer needs. 
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Marketing Channels Facilitate Exchange Efficiencies 


Marketing intermediaries can reduce the costs of exchanges by performing certain services 
or functions efficiently. Even if producers and buyers are located in the same city, there are 
costs associated with exchanges. As Figure 14.1 shows, when four buyers seek products from 
four producers, 16 transactions are possible. If one intermediary serves both producers and 
buyers, the number of transactions can be reduced to eight. Intermediaries are specialists in 
facilitating exchanges. They provide valuable assistance because of their access to and control 
over important resources used in the proper functioning of marketing channels. 

Nevertheless, the press, consumers, public officials, and even other marketers freely criti- 
cize intermediaries, especially wholesalers. Critics accuse wholesalers of being inefficient and 
parasitic. Buyers often wish to make the distribution channel as short as possible, assuming 
the fewer the intermediaries, the lower the price will be. 

Critics who suggest that eliminating wholesalers would lower customer prices fail to 
recognize that this would not eliminate the need for the services the wholesalers provide. 
Although wholesalers can be eliminated, their functions cannot. Other channel members 
would have to perform those functions, and customers still would have to pay for them. In 
addition, all producers would have to deal directly with retailers or customers, meaning that 
every producer would have to keep voluminous records and hire enough personnel to deal 
with a multitude of customers. Customers might end up paying a great deal more for prod- 
ucts because prices would reflect the costs of less-efficient channel members. 

Because suggestions to eliminate wholesalers come from both ends of the marketing chan- 
nel, wholesalers must be careful to perform only those marketing activities that are truly desired. 


To survive, they must be more efficient and more customer-focused than other marketing 
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institutions. Indeed, research suggests that lower wholesale prices may result in higher sales 
volume when combined with low retailing costs at discount firms such as Walmarct.° 


Tyres oF MARKETING CHANNELS 


Because marketing channels that are appropriate for one product may be less suitable for others, 
many different distribution paths have been developed. The various marketing channels can be 
classified generally as channels for consumer products and channels for business products. 


Channels for Consumer Products 


Figure 14.2 illustrates several channels used in the distribution of consumer products. Channel 
A depicts the direct movement of products from producer to consumers. For instance, the 
legal advice given by attorneys moves through channel A. Producers that sell products directly 
from their factories to end users use direct marketing channels, as do companies that sell their 
own products via the Internet, such as Omaha Steaks. Direct marketing via the Internet has 
become a critically important part of some companies’ distribution strategies, often as a com- 
plement to their products being sold in traditional retail stores. Faced with the strategic choice 
of going directly to the customer or using intermediaries, a firm must evaluate the benefits of 
going direct versus the transaction costs involved in using intermediaries. 

Channel B, which moves goods from the producer to a retailer and then to customers, 
is a frequent choice of large retailers because it allows them to buy in quantity from manu- 
facturers. Retailers such as Kmart and Walmart sell clothing, stereos, and many other items 
purchased directly from producers. New automobiles and new college textbooks are also sold 
through this type of marketing channel. Primarily nonstore retailers, such as L.L. Bean and 
J. Crew, also use this type of channel. 

Channel C represents a long-standing distribution channel, especially for consumer 


products. It takes goods from the producer to a wholesaler, then to a retailer, and finally to 
consumers. It is a practical option for producers that sell to hundreds of thousands of cus- 
tomers through thousands of retailers. Consider the number of retailers marketing Wrigley’s 


Types of Marketing 
Channels 

Large retailers, like Target, buy 
directly from producers, rather 
than buying from wholesalers. 
These large retailers participate 
in channel B. 
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chewing gum. It would be extremely difficult, if not impossible, for Wrigley to deal directly 
with each retailer that sells its brand of gum. Manufacturers of tobacco products, some home 
appliances, hardware, and many convenience goods sell their products to wholesalers, which 


then sell to retailers, which in turn do business with individual consumers. 

Channel D, through which goods pass from producer to agents to wholesalers to retail- 
ers and then to consumers, is used frequently for products intended for mass distribution, 
such as processed foods. For example, to place its cracker line in specific retail outlets, a food 
processor may hire an agent (or a food broker) to sell the crackers to wholesalers. Wholesalers 
then sell the crackers to supermarkets, vending machine operators, and other retail outlets. 

Contrary to popular opinion, a long channel may be the most efficient distribution chan- 
nel for some consumer goods. When several channel intermediaries perform specialized func- 
tions, costs may be lower than when one channel member tries to perform them all. In essence, 
this logic is similar to outsourcing part of the production to firms in low-cost countries. For the 
marketing channel, it means that firms that specialize in certain elements of producing a prod- 
uct or moving it through the channel are more effective and efficient at performing specialized 
tasks than the manufacturer. This results in cost efficiencies and added value to customers. 


Channels for Business Products 


Figure 14.3 shows four of the most common channels for business products. As with con- 
sumer products, manufacturers of business products sometimes work with more than one 
level of wholesalers. 

Channel E illustrates the direct channel for business products. In contrast to consumer 
goods, more than half of all business products, especially expensive equipment, are sold 
through direct channels. Business customers prefer to communicate directly with producers, 
especially when expensive or technically complex products are involved. For instance, buyers 
prefer to purchase expensive and highly complex SQL server computers directly from Dell. 
Similarly, Intel has established direct marketing channels for selling its microprocessor chips 
to computer manufacturers. In these circumstances, a customer wants the technical assis- 
tance and personal assurances that only a producer can provide. 
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In channel F an industrial distributor facilitates exchanges between the producer and the cus- 
tomer. An industrial distributor is an independent business that takes title to products and carries 
inventories. Industrial distributors usually sell standardized items such as maintenance supplies, 
production tools, and small operating equipment. Some industrial distributors carry a wide variety 
of product lines. W.W. Grainger, for example, sells more than $7 billion worth of power and hand 
tools, pumps, janitorial supplies, and many other products to producer, government, and institu- 
tional markets around the world.’ Other industrial distributors specialize in one or a small number 
of lines. Industrial distributors are carrying an increasing percentage of business products. Overall, 
these distributors can be most effectively used when a product has broad market appeal, is easily 
stocked and serviced, is sold in small quantities, and is needed on demand to avoid high losses. 

Industrial distributors offer sellers several advantages. They can perform the needed sell- 
ing activities in local markets at a relatively low cost to a manufacturer and reduce a pro- 
ducer’s financial burden by providing customers with credit services. Also, because industrial 
distributors usually maintain close relationships with their customers, they are aware of local 
needs and can pass on market information to producers. By holding adequate inventories in 
their local markets, industrial distributors reduce producers’ capital requirements. 

Using industrial distributors has several disadvantages, however. Industrial distribu- 
tors may be difficult to control because they are independent firms. They often stock 
competing brands, so a producer cannot depend on them to sell its brand aggressively. 
Furthermore, because industrial distributors maintain inventories, they incur numerous 
expenses; consequently, they are less likely to handle bulky or slow-selling items or items 
that need specialized facilities or extraordinary selling efforts. In some cases, industrial 
distributors lack the technical knowledge necessary to sell and service certain products. 

The third channel for business products, channel G, employs a manufacturers agent, 
an independent businessperson who sells complementary products of several producers in 
assigned territories and is compensated through commissions. Unlike an industrial distribu- 
tor, a manufacturers’ agent does not acquire title to the products and usually does not take 
possession. Acting as a salesperson on behalf of the producers, a manufacturers’ agent has 
little or no latitude in negotiating prices or sales terms. 

Using manufacturers’ agents can benefit an organizational marketer. These agents usu- 
ally possess considerable technical and market information and have an established set of 
customers. For an organizational seller with highly seasonal demand, a manufacturers’ agent 
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can be an asset because the seller does not have to support a year-round sales force. The fact 
that manufacturers’ agents are typically paid on a commission basis may also be an economical 
alternative for a firm that has highly limited resources and cannot afford a full-time sales force. 

The use of manufacturers’ agents is not problem-free. Even though straight commissions 
may be more financially viable, the seller may have little control over manufacturers’ agents. 
Because of the compensation method, manufacturers’ agents generally prefer to concentrate on 
their larger accounts. They are often reluctant to spend time following up sales, putting forth 
special selling efforts, or providing sellers with market information when such activities reduce 
the amount of productive selling time. Because they rarely maintain inventories, manufactur- 
ers’ agents have a limited ability to provide customers with parts or repair services quickly. 

Finally, channel H includes both a manufacturers’ agent and an industrial distributor. 
This channel may be appropriate when the producer wishes to cover a large geographic area 
but maintains no sales force due to highly seasonal demand or because it cannot afford a sales 
force. This type of channel can also be useful for a business marketer that wants to enter a 
new geographic market without expanding its existing sales force. 


Multiple Marketing Channels and Channel Alliances 


To reach diverse target markets, manufacturers may use several marketing channels simultane- 
ously, with each channel involving a different group of intermediaries. In particular, a manu- 
facturer often uses multiple channels when the same product is directed to both consumers and 
business customers. For example, when Del Monte markets ketchup for household use, the prod- 
uct is sold to supermarkets through grocery wholesalers or, in some cases, directly to retailers, 
whereas ketchup being sold to restaurants or institutions follows a different distribution channel. 

In some instances, a producer may prefer dual distribution, the use of two or more market- 
ing channels to distribute the same products to the same target market. For instance, Kellogg sells 
its cereals directly to large retail grocery chains (channel B) and to food wholesalers that, in turn, 
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sell the cereals to retailers (channel C). Another example of dual distribution is a firm that sells 
products through retail outlets and its own mail-order catalog or website. P&G decided to expand 
its distribution strategy, which until recently included selling to wholesalers and retailers, to the 
Internet. In 2010 the company opened an eStore where customers could purchase all of their 
favorite P&G brands, including Tide, Pampers, and Pantene, directly from the company online.® 

Dual distribution, however, can cause dissatisfaction among wholesalers and smaller retail- 
ers when they must compete with large retail grocery chains that make direct purchases from 
manufacturers such as Kellogg. State Farm Insurance avoids some of this dissatisfaction by 
maintaining its “old” business model of using agents as the primary vehicle for customer inter- 
action, although this decision may cause the company to potentially lose sales to other insur- 
ance companies by not offering insurance policies online as others, such as Progressive, do. 

A strategic channel alliance exists when the products of one organization are distrib- 
uted through the marketing channels of another. The products of the two firms are often 
similar with respect to target markets or uses, but they are not direct competitors. A brand of 
bottled water might be distributed through a marketing channel for soft drinks, or a domes- 
tic cereal producer might form a strategic channel alliance with a European food processor. 
Such alliances can provide benefits for both the organization that owns the marketing chan- 
nel and the company whose brand is being distributed through the channel. 


SELECTING MARKETING CHANNELS 


Selecting appropriate marketing channels is important. Although the process varies across orga- 
nizations, channel selection decisions usually are significantly affected by one or more of the 
following factors: customer characteristics, product attributes, type of organization, competi- 
tion, marketing environmental forces, and characteristics of intermediaries (see Figure 14.4). 


FIGURE 14.4 Selecting Marketing Channels 
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Customer Characteristics 


Marketing managers must consider the characteristics of target-market members in channel 
selection. As we have already seen, the channels that are appropriate for consumers are differ- 
ent from those for business customers. A different marketing channel will be required for busi- 
ness Customers purchasing carpet for commercial buildings compared with consumers pur- 
chasing carpet for their homes. Business customers often prefer to deal directly with producers 
(or very knowledgeable channel intermediaries such as industrial distributors), especially for 
highly technical or expensive products such as mainframe computers, jet airplanes, and large 
mining machines. Moreover, business customers are more likely to buy complex products that 
require strict specifications and technical assistance or to buy in considerable quantities. 

Consumers, on the other hand, generally buy limited quantities of a product, purchase 
from retailers, and often do not mind limited customer service. Additionally, when custom- 
ers are concentrated in a small geographic area, a more direct channel may be ideal, but when 
many customers are spread across an entire state or nation, distribution through multiple 
intermediaries is likely to be more efficient. 


Product Attributes 


The attributes of the product can have a strong influence on the choice of marketing channels. 
Marketers of complex and expensive products such as automobiles likely will employ short chan- 
nels, as will marketers of perishable products such as dairy and produce. Less-expensive, more 
standardized products such as soft drinks and canned goods can employ longer channels with 
many intermediaries. In addition, channel decisions may be affected by a product’s sturdiness: 


Entrepreneurship in Marketing 


A Candy Bar, a Gold Bar, 
or a Diaper? 


Entrepreneurs are using vending machines to distribute 
all kinds of merchandise, from gold bars and GPS 
equipment to milk and medicine. Now, two Minnesota 
moms have started Diaper Bag Basics, a company that 
uses vending machines to sell diapers and other baby 
basics at the Maplewood Mall in St. Paul, Minnesota. 


The co-owners, Stephanie Hughes and Jennifer Boog, 
came up with the idea after they ran out of diapers while 
shopping with their infants. Realizing that other parents 
may have the same experience, the entrepreneurs 
approached Innovative Vending Solutions, an Ohio-based 
firm, to discuss the idea of a vending machine for baby 
products. Innovative Vending had already installed a similar 
vending machine in Kansas City, so it had the expertise to 
help the entrepreneurs make their idea a reality. 


Today, Diaper Bag Basics stocks a variety of baby items 
in its vending machines, including bottles, wipes, sippy 
cups, and hand sanitizer, ready whenever parents need 
to make a spur-of-the-moment purchase.* 


fragile products that require special handling are more likely to 
be distributed through shorter channels to minimize the risk of 
damage. Firms that desire to convey an exclusive image for their 
products may wish to limit the number of outlets available. 


Type of Organization 


Clearly, the characteristics of the organization will have a great 
impact on the distribution channels chosen. Owing to their 
sheer size, larger firms may be able to negotiate better deals 
with vendors or other channel members. Compared with 
small firms, they may be in a better position to have more 
distribution centers, which may reduce delivery times to cus- 
tomers. A smaller regional company that uses regional or local 
channel members may be in a position to better serve custom- 
ers in that region compared with a larger, less-flexible organi- 
zation. Compared with smaller organizations, large compa- 
nies can use an extensive product mix as a competitive tool. 
Smaller firms may not have the resources to develop their own 
sales force, ship their products long distances, store or own 
products, or extend credit. In such cases, they may have to 
include other channel members that have the resources to pro- 
vide these services to customers efficiently and cost effectively. 


Competition 


Competition is another important factor for supply-chain man- 
agers to consider. The success or failure of a competitor's mar- 
keting channel may encourage or dissuade an organization from 
considering a similar approach. A firm also may be forced to 
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adopt a similar strategy to remain competitive. In a highly competitive market, it is important 
for a company to keep its costs low so it can offer lower prices than its competitors if necessary. 


Environmental Forces 


Environmental forces also can play a role in channel selection. Adverse economic conditions 
might force an organization to use a low-cost channel, even though customer satisfaction is 
reduced. In contrast, a booming economy might allow a company to choose a channel that previ- 
ously had been too costly to consider. The introduction of new technology might cause an orga- 
nization to add or modify its channel strategy. For instance, as the Internet became a powerful 
marketing communication tool, many companies were forced to go online to remain competi- 
tive. Government regulations also can affect channel selection. As new labor and environmental 
regulations are passed, an organization may be forced to modify its existing distribution channel 
structure. Firms may choose to make the changes before regulations are passed to appear com- 
pliant or to avoid legal issues. Governmental regulations also can include trade agreements with 
other countries that complicate the supply chain. 


Characteristics of Intermediaries 


When an organization believes that a current intermediary is not promoting the organization’s 
products adequately, it may reconsider its channel choices. In these instances, the company may 
choose another channel member to handle its products, or it may choose to eliminate interme- 
diaries altogether and perform the eliminated intermediaries’ functions itself. Alternatively, an 
existing intermediary may not offer an appropriate mix of services, forcing an organization to 
switch to another intermediary. 


Intensity of Market Coverage 


In addition to deciding which marketing channels to use to distribute a product, marketers 
must determine the intensity of coverage that a product should get—that is, the number and 
kinds of outlets in which it will be sold. This decision depends on the characteristics of the 
product and the target market. To achieve the desired intensity of market coverage, distribu- 
tion must correspond to behavior patterns of buyers. In Chapter 10, we divided consumer 
products into four categories—convenience products, shopping products, specialty prod- 
ucts, and unsought products—according to how consumers make purchases. In considering 
products for purchase, consumers take into account replacement rate, product adjustment 
(services), duration of consumption, time required to find the product, and similar factors.’ 
These variables directly affect the intensity of market coverage. As shown in Figure 14.5, the 
three major levels of market coverage are intensive, selective, and exclusive distribution. 


INTENSIVE DISTRIBUTION 


Intensive distribution uses all available outlets for distributing a product. Intensive distribu- 
tion is appropriate for most convenience products such as bread, chewing gum, soft drinks, and 
newspapers. Convenience products have a high replacement rate, require almost no service, 
and are often bought based on price cues. To meet these demands, intensive distribution is nec- 
essary, and multiple channels may be used to sell through all possible outlets. For example, soft 
drinks, snacks, laundry detergent, and pain relievers are available at convenience stores, service 
stations, supermarkets, discount stores, and other types of retailers. To consumers, availability 
means a store is located nearby, and minimum time is necessary to search for the product at 
the store. This ensures that consumers are provided with the greatest speed in obtaining the 
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FIGURE 14.5 _ Intensity of Market Coverage = 
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product, the quality they have come to expect of a certain convenience product, the flexibility 
to buy the product wherever it is convenient to them, and the lowest cost possible. 

Sales may have a direct relationship to product availability. The successful sale of conve- 
nience products such as bread and milk at service stations or gasoline at convenience grocery 
stores illustrates that the availability of these products is more important than the nature of 
the outlet. Companies such as Procter & Gamble that produce consumer packaged items 
rely on intensive distribution for many of their products (e.g., soaps, detergents, food and 
juice products, and personal-care products) because consumers want ready availability. 


SELECTIVE DISTRIBUTION 


Selective distribution uses only some available outlets in an area to distribute a product. 
Selective distribution is appropriate for shopping products; durable goods such as televisions, 
stereos, and home computers usually fall into this category. These products are more expen- 
sive than convenience goods, and consumers are willing to spend more time visiting several 
retail outlets to compare prices, designs, styles, and other features. 

Selective distribution is desirable when a special effort, such as customer service from a chan- 
nel member, is important to customers. Shopping products require differentiation at the point of 
purchase. To motivate retailers to provide adequate presale service, selective distribution and com- 
pany-owned stores are often used. Many business products are sold on a selective basis to main- 
tain control over the products—for example, in cases where dealers must offer services to buyers 
such as instructions about how to apply herbicides safely or the option to have the dealer apply 
the herbicide. Other examples include the launch of Apple’s iPhone, distributed in AT&T and 
Apple retail stores in the United States, and perfumes distributed through large department and 
specialty perfume stores. The majority of perfumes and colognes use selective distribution in order 
to maintain a particular image. For example, eBay was recently fined by a Parisian court for selling 
certain brands of perfume on its website that include Christian Dior, Givenchy, and Kenzo. These 
companies are trying to protect their brand’s image by only selling through select retail outlets.'° 
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Comparing Intensive and Exclusive Distribution 
Products sold in convenience stores are distributed through intensive distribution. Gucci products are sold through exclusive distribution. 


EXCLUSIVE DISTRIBUTION 


Exclusive distribution uses only one outlet in a relatively large geographic area. Exclusive 
distribution is suitable for products purchased infrequently, consumed over a long period 
of time, or requiring service or information to fit them to buyers’ needs. It is also used for 
expensive, high-quality products, such as Porsche, BMW, and other luxury automobiles. It is 
not appropriate for convenience products and many shopping products. 

Exclusive distribution is often used as an incentive to sellers when only a limited mar- 
ket is available for products. Consider Patek Philippe watches that may sell for $10,000 or 
more. These watches, like luxury automobiles, are available in only a few select locations. A 
producer using exclusive distribution generally expects dealers to carry a complete inventory, 
send personnel for sales and service training, participate in promotional programs, and provide 
excellent customer service. Some products are appropriate for exclusive distribution when first 
introduced, but as competitors enter the market and the product moves through its life cycle, 
other types of market coverage and distribution channels often become necessary. A problem 
that can arise with exclusive distribution (and selective distribution) is that unauthorized resell- 
ers acquire and sell products, violating the agreement between a manufacturer and its exclusive 
authorized dealers. This has been a problem for Rolex, a manufacturer of luxury watches. 


Strategic Issues in Marketing 
Channels 


To fulfill the potential of effective supply-chain management and to ensure customer satis- 
faction, marketing channels require a strategic focus on certain competitive priorities and the 
development of channel leadership, cooperation, and the management of channel conflict. 
They may also require consolidation of marketing channels through channel integration. 


COMPETITIVE PRIORITIES IN MARKETING CHANNELS 


Much evidence exists that supply chains can provide a competitive advantage for many 
marketers. As mentioned earlier, effective supply-chain management has been linked to a mar- 
ket orientation. Because supply-chain decisions cut across all functional areas of the business, 
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it is a competitive priority. Building the most effective and efficient supply chain can sustain a 
business in a variety of competitive environments. 

It is estimated that a significant supply-chain problem can reduce a firm’s market value by 
more than 10 percent. Deloitte has reported that just 7 percent of companies today are manag- 
ing their supply chains effectively; however, these companies are 73 percent more profitable than 
other firms. Many well-known firms, including Amazon.com, Dell, FedEx, Toyota, and Walmart, 
owe much of their success to outmaneuvering rivals with unique supply-chain capabilities. 

If supply-chain activities are not integrated, functions exist without coordination. As supply 
chains integrate functions, the reward is efficiency and effectiveness as well as a holistic view of the 
supply chain. Goal-driven supply chains, by direction of their firms, focus on the “competitive 
priorities” of speed, quality, cost, or flexibility as the performance objective. For example, before 
Dominos got into legal trouble for its 30-minute-or-free promise for pizza deliveries, speed was 
its main concern. The quality, cost, and the variety of toppings on the pizza were secondary to 
the time it took to get a hot pizza delivered to the customer's door. Other companies (e.g., Rolls 
Royce) focus on different competitive priorities, such as delivering top-notch quality products, 
where neither cost nor speed is an issue. Rolls Royce, however, still stresses certain flexibility in the 
product customization. Walmart is the poster example of stressing low cost, often at the “cost” of 
speed, quality, and flexibility. Yet, some firms thrive on being flexible. For instance, L.L.Bean pro- 
vides almost endless flexibility, particularly in return policies. However, very few L.L.Bean stores 
exist, so Customers may receive products at a slower speed than they do from other competitors. 
Cost is higher than the industry average, but their products are usually of high quality. 


CHANNEL LEADERSHIP, 
COOPERATION, AND CONFLICT 


Each channel member performs a different role in the 
distribution system and agrees (implicitly or explicitly) to 
accept certain rights, responsibilities, rewards, and sanc- 
tions for nonconformity. Moreover, each channel mem- 
ber holds certain expectations of other channel members. 
Retailers, for instance, expect wholesalers to maintain ade- 
quate inventories and deliver goods on time. Wholesalers 
expect retailers to honor payment agreements and keep 
them informed of inventory needs. 

Channel partnerships facilitate effective supply-chain 
management when partners agree on objectives, policies, and 
procedures for physical distribution efforts associated with the 
supplier’s products. Such partnerships eliminate redundancies 
and reassign tasks for maximum systemwide efficiency. 

One of the best-known partnerships is that between 
Walmart and Procter & Gamble. Procter & Gamble locates 
some of its staff near Walmart’s purchasing department in 
Bentonville, Arkansas, to establish and maintain the sup- 
ply chain. Sharing information through a cooperative infor- 
mation system, P&G monitors Walmart’s inventory and 
additional data to determine production and distribution 
plans for its products. The results are increased efficiency, 
decreased inventory costs, and greater satisfaction for the 
customers of both companies. In this section, we discuss 
channel member behavior—including leadership, coop- 
eration, and conflict—that marketers must understand to 
make effective channel decisions. 
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Putting Channel Power to Work 
for Sustainability 


ood retailers such as Whole Foods Market, Trader Joe’s, Packaging is another concern. To avoid the environmental 

and Safeway are putting their channel power to work impact of throw-away containers, Waitrose and Sainsbury's, 

for sustainability. Trader Joe’s only stocks fresh sea- two major U.K. grocery chains, have begun selling milk in refill- 
food products from sustainable sources due to concerns about able jugs. 


overfishing and the environmental impact of fishing. Whole 
Foods labels all the wild-caught seafood it carries, in associa- 
tion with the Monterey Bay Aquarium and the Blue Ocean 
Institute, to support sustainability and help consumers make 
informed choices. These retailers, as well as Safeway and other 
supermarkets, publicize their green supply-chain policies to let 
suppliers and customers know about their commitment. 
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Channel Leadership 


Many marketing channel decisions are determined by give-and-take among channel partners, 
with the idea that the overall channel ultimately will benefit. Some marketing channels, how- 
ever, are organized and controlled by a single leader, or channel captain (also called channel 
leader). The channel captain may be a producer, wholesaler, or retailer. Channel captains 
may establish channel policies and coordinate development of the marketing mix. Walmart, 
for example, dominates the supply chain for its retail stores by virtue of the magnitude of its 
resources (especially information management) and strong, nationwide customer base. To 
attain desired objectives, the captain must possess channel power, the ability to influence 
another channel member’s goal achievement. The member that becomes the channel captain 
will accept the responsibilities and exercise the power associated with this role. 

When a manufacturer’s large-scale production efficiency demands that it increase sales 
volume, the manufacturer may exercise power by giving channel members financing, business 
advice, ordering assistance, advertising services, sales and service training, and support materials. 
For example, U.S. automakers provide these services to retail automobile dealerships. However, 
these manufacturers also place numerous requirements on their retail dealerships with respect to 
sales volume, sales and service training, and customer satisfaction. 

Retailers may also function as channel captains. With the rise in power of national chain 
stores and private-brand merchandise, many large retailers such as Walmart are taking a leader- 
ship role in the channel. Small retailers too may assume leadership roles when they gain strong 
customer loyalty in local or regional markets. These retailers control many brands and some- 
times replace uncooperative producers. Increasingly, leading retailers are concentrating their 
buying power with fewer suppliers and, in the process, improving their marketing effectiveness 
and efficiency. Long-term commitments enable retailers to place smaller and more frequent 
orders as needed rather than waiting for large-volume discounts or placing huge orders and 
assuming the risks associated with carrying a larger inventory. 

Wholesalers assume channel leadership roles as well, although they were more power- 
ful decades ago, when many manufacturers and retailers were smaller, underfinanced, and 
widely scattered. Today, wholesaler leaders may form voluntary chains with several retailers, 
which they supply with bulk buying or management services; these chains may also market 


Industry groups are helping food retailers of all sizes 
identify green opportunities throughout the market- 
ing channel. The Food Marketing Institute, for example, 
offers a variety of reports and online tools, including an 
online carbon footprint calculator (see www.fmi.org/ 
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marketing channel or a supply 
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Channel Conflict 
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textbooks through their own 
websites, may be experiencing 
channel conflict. 
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their own brands. In return, the retailers*shift most of their purchasing to the wholesaler 
leader. The Independent Grocers’ Alliance (IGA) is one of the best-known wholesaler leaders 
in the United States. IGA’s power is based on its expertise in advertising, pricing, and pur- 
chasing knowledge that it makes available to independent business owners. Other wholesaler 
leaders help retailers with store layouts, accounting, and inventory control. 


Channel Cooperation 


Channel cooperation is vital if each member is to gain something from other members. 
Cooperation enables retailers, wholesalers, suppliers, and logistics providers to speed up 
inventory replenishment, improve customer service, and cut the costs of bringing products 
to the consumer.'’ Without cooperation, neither overall channel goals nor individual mem- 
ber goals can be realized. All channel members must recognize that the success of one firm 
in the channel depends in part on other member firms. Thus, marketing channel members 
should make a coordinated effort to satisfy market requirements. Channel cooperation leads 
to greater trust among channel members and improves the overall functioning of the chan- 
nel. It also leads to more satisfying relationships among channel members. 

There are several ways to improve channel cooperation. If a marketing channel is viewed 
as a unified supply chain competing with other systems, individual members will be less likely 
to take actions that create disadvantages for other members. Similarly, channel members 
should agree to direct efforts toward common objectives so channel roles can be structured for 
maximum marketing effectiveness, which in turn can help members achieve individual objec- 
tives. A critical component in cooperation is a precise definition of each channel member's 
tasks. This provides a basis for reviewing the intermediaries’ performance and helps reduce 
conflicts because each channel member knows exactly what is expected of it. 
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Channel Conflict 


Although all channel members work toward the same gen- 
eral goal—distributing products profitably and efficiently— 
members sometimes may disagree about the best methods for 
attaining this goal. However, if self-interest creates misunder- 
standing about role expectations, the end result is frustration and 
conflict for the whole channel. For individual organizations to 
function together, each channel member must clearly commu- 
nicate and understand the role expectations. Communication 
difficulties are a potential form of channel conflict because inef- 
fective communication leads to frustration, misunderstandings, 
and ill-coordinated strategies, jeopardizing further coordination. 
The increased use of multiple channels of distribution, driven 
partly by new technology, has increased the potential for conflict 
between manufacturers and intermediaries. For instance, Hewlett- 
Packard makes products available directly to consumers through 
its website, thereby competing directly with existing distributors 
and retailers, such as Best Buy. Channel conflicts also arise when 
intermediaries overemphasize competing products or diversify 
into product lines traditionally handled by other intermediaries. 
Sometimes conflict develops because producers strive to increase 
efficiency by circumventing intermediaries. Such conflict is occur- 
ring in marketing channels for computer software. A number of 
software-only stores are establishing direct relationships with soft- 
ware producers, bypassing wholesale distributors altogether. 
When a producer that has traditionally used franchised dealers 
broadens its retailer base to include other types of retail outlets, con- 
siderable conflict can arise. When Goodyear intensified its market 
coverage by allowing Sears and Discount Tire to market Goodyear 
tires, its action antagonized 2,500 independent Goodyear dealers. 
Although there is no single method for resolving conflict, 
partnerships can be reestablished if two conditions are met. First, 


Marketing Debate 


Outlet Store—Good Deal 
or Not? 


ISSUE: Is it ethical for outlet stores to sell different 
product lines than those in conventional stores? 


What, exactly, are outlet stores marketing? Originally, 
manufacturers and retailers used outlet stores (usually 
bare-bones stores in out-of-the-way locations) to 

sell excess or irregular merchandise. In recent years, 
however, outlet stores have become big draws for 
crowds of price-conscious shoppers looking for brand 
names at bargain prices. 


Manufacturers see outlet stores as a good opportunity 
to sell directly to consumers, although conventional 
retailers that sell the same brands are worried about 
channel conflict. Now, to meet increased demand, 
manufacturers such as Coach and Gap are creating 
product lines specifically for their outlet stores. Shoppers 
may not realize that what's stocked in the outlet is not 
always the same merchandise stocked in a conventional 
store, so are outlet shoppers really getting big bargains 
on branded merchandise? “At outlets, sometimes it’s a 
good deal and sometimes it’s just a different deal,’ says 
Professor Lois Olson of San Diego State University. 


the role of each channel member must be specified. To minimize misunderstanding, all mem- 
bers must be able to expect unambiguous, agreed-on performance levels from one another. 
Second, members of channel partnerships must institute certain measures of channel coor- 
dination, which requires leadership and benevolent exercise of control. To prevent channel 
conflict from arising, producers or other channel members may provide competing resellers 
with different brands, allocate markets among resellers, define policies for direct sales to avoid 
potential conflict over large accounts, negotiate territorial issues among regional distributors, 
and provide recognition to certain resellers for their importance in distributing to others. 


CHANNEL INTEGRATION 


Channel members can either combine and control most activities or pass them on to another 
channel member. Channel functions may be transferred between intermediaries and to pro- 
ducers and even to customers. However, a channel member cannot eliminate supply-chain 
functions; unless buyers themselves perform the functions, they must pay for the labor and 
resources needed to perform them. 

Various channel stages may be combined under the management of a channel captain 
either horizontally or vertically. Such integration may stabilize supply, reduce costs, and 
increase coordination of channel members. 
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Vertical Channel Integration 


Vertical channel integration combines two or more stages of the channel under one man- 
agement. This may occur when one member of a marketing channel purchases the opera- 
tions of another member or simply performs the functions of another member, eliminating 
the need for that intermediary. PepsiCo, for example, purchased PepsiAmericas and The 
Pepsi Bottling Group, both of which own and operate local bottling and distribution organi- 
zations. Although the purchase may trigger antitrust concerns, it represented a new strategy 
among beverage manufacturers to better control the distribution and marketing of all of their 
drink products, not just sodas, as consumers increasingly buy other beverages, such as energy 
drinks, juices, and flavored waters.’ 

Unlike conventional channel systems, participants in vertical channel integration coordinate 
efforts to reach a desired target market. In this more progressive approach to distribution, chan- 
nel members regard other members as extensions of their own operations. Vertically integrated 
channels are often more effective against competition because of increased bargaining power and 
the sharing of information and responsibilities. At one end of a vertically integrated channel, a 
manufacturer might provide advertising and training assistance, and the retailer at the other end 
might buy the manufacturer’s products in large quantities and actively promote them. 

Integration has been successfully institutionalized in a marketing channel called the vertical 
marketing system (VMS), in which a single channel member coordinates or manages channel 
activities to achieve efficient, low-cost distribution aimed at satisfying target market customers. 
Vertical integration brings most or all stages of the marketing channel under common control or 
ownership. The Limited, a retail clothing chain, uses a wholly owned subsidiary, Mast Industries, 
as its primary supply source. Radio Shack operates as a VMS, encompassing both wholesale and 
retail functions. Because efforts of individual channel members are combined in a VMS, market- 
ing activities can be coordinated for maximum effectiveness and economy without duplication 
of services. VMSs are competitive, accounting for a share of retail sales in consumer goods. 

Most vertical marketing systems take one of three forms: corporate, administered, or 
contractual. A corporate VMS combines all stages of the marketing channel, from producers 
to consumers, under a single owner. For example, The Limited established a corporate VMS 
that operates corporate-owned production facilities and retail stores. Supermarket chains 
that own food-processing plants and large retailers that purchase wholesaling and production 
facilities are other examples of corporate VMSs. 

In an administered VMS, channel members are independent, but a high level of inter- 
organizational management is achieved through informal coordination. Members of an 
administered VMS, for example, may adopt uniform accounting and ordering procedures 
and cooperate in promotional activities for the benefit of all partners. Although individual 
channel members maintain autonomy, as in conventional marketing channels, one channel 
member (such as a producer or large retailer) dominates the administered VMS so that dis- 
tribution decisions take the whole system into account. Because of its size and power, Intel 
exercises a strong influence over distributors and manufacturers in its marketing channels, as 
do Kellogg (cereal) and Magnavox (televisions and other electronic products). 

Under a contractual VMS, the most popular type of vertical marketing system, channel 
members are linked by legal agreements spelling out each member’s rights and obligations. 
Franchise organizations, such as McDonald’s and KFC, are contractual VMSs. Other con- 
tractual VMSs include wholesaler-sponsored groups, such as IGA (Independent Grocers’ 
Alliance) stores, in which independent retailers band together under the contractual lead- 
ership of a wholesaler. Retailer-sponsored cooperatives, which own and operate their own 
wholesalers, are a third type of contractual VMS. 


Horizontal Channel Integration 


Combining organizations at the same level of operation under one management constitutes 
horizontal channel integration. An organization may integrate horizontally by merging 
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with other organizations at the same level in the marketing channel. The owner of a dry- 
cleaning firm, for example, might buy and combine several other existing dry-cleaning estab- 
lishments. Horizontal integration may enable a firm to generate sufficient sales revenue to 
integrate vertically as well. 

Although horizontal integration permits efficiencies and economies of scale in purchasing, 
marketing research, advertising, and specialized personnel, it is not always the most effective 
method of improving distribution. Problems of size often follow, resulting in decreased flexibil- 
ity, difficulties in coordination, and the need for additional marketing research and large-scale 
planning. Unless distribution functions for the various units can be performed more efficiently 
under unified management than under the previously separate managements, horizontal inte- 
gration will neither reduce costs nor improve the competitive position of the integrating firm. 


Physical Distribution in 
Supply-Chain Management 


Physical distribution, also known as Jogistics, refers to the activities used to move products 
from producers to consumers and other end users. Physical distribution systems must meet 
the needs of both the supply chain and customers. Distribution activities are thus an impor- 
tant part of supply-chain planning and require the cooperation of all partners. 

Within the marketing channel, physical distribution activities may be performed by a 
producer, a wholesaler, or a retailer, or they may be outsourced. In the context of distribution, 
outsourcing is the contracting of physical distribution tasks to third parties. Most physical distri- 
bution activities can be outsourced to third-party firms that have special expertise in areas such 
as warehousing, transportation, inventory management, and information technology. Perot 
Systems, a company acquired by Dell, provides business processing outsourcing (BPO) ser- 
vices to several agencies of the federal government, including U.S. Citizenship and Immigration 
Services. Perot Systems helps this agency process citizenship and immigration applications more 
efficiently, maintain records and files, and schedule interviews and oath ceremonies.'? 

Cooperative relationships with third-party organizations, such as trucking companies, 
warehouses, and data-service providers, can help to reduce marketing channel costs and 
boost service and customer satisfaction for all supply-chain partners. When choosing com- 
panies through which to outsource, marketers must be cautious and use efficient firms that 
help the outsourcing company provide excellent customer service. They also need to recog- 
nize the importance of logistics functions such as warehousing and information technology 
in reducing physical distribution costs associated with outsourcing. 

Planning an efficient physical distribution system is crucial to developing an effec- 
tive marketing strategy because it can decrease costs and increase customer satisfaction. 
Speed of delivery, flexibility, and quality of service are often as important to customers 
as costs. Companies that have the right goods, in the right place, at the right time, in the 
right quantity, and with the right support services are able to sell more than competitors 
that do not. Even when the demand for products is unpredictable, suppliers must be able 
to respond quickly to inventory needs. In such cases, physical distribution costs may be a 
minor consideration when compared with service, dependability, and timeliness. 

Customer relationship management systems exploit the information from supply-chain 
partners’ database systems to help logistics managers identify and root out inefficiencies in 
the supply chain for the benefit of all marketing channel members—from the producer to 
the ultimate consumer. Indeed, technology is playing a larger and larger role in physical dis- 
tribution within marketing channels. It has transformed physical distribution by facilitating 
just-in-time delivery, precise inventory visibility, and instant shipment tracking capabilities, 
which help companies to avoid expensive mistakes, reduce costs, and even generate revenues. 
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Information technology brings visibility to the supply chain by allowing all marketing chan- 
nel members to see precisely where an item is within the supply chain at any time." 

Although physical distribution managers try to minimize the costs associated with order 
processing, inventory management, materials handling, warehousing, and transportation, 
decreasing the costs in one area often raises them in another. Figure 14.6 shows the percent- 
age of total costs that physical distribution functions represent. A total-cost approach to 
physical distribution enables managers to view physical distribution as a system rather than a 
collection of unrelated activities. This approach shifts the emphasis from lowering the sepa- 
rate costs of individual activities to minimizing overall distribution costs. 

Physical distribution managers must be sensitive to the issue of cost trade-offs. Higher 
costs in one functional area of a distribution system may be necessary to achieve lower costs 
in another. Trade-offs are strategic decisions to combine (and recombine) resources for great- 
est cost-effectiveness. When distribution managers regard the system as a network of inte- 
grated functions, trade-offs become useful tools in implementing a unified, cost-effective 
distribution strategy. 

Another important goal of physical distribution involves cycle time, the time needed to 
complete a process. For instance, reducing cycle time while maintaining or reducing costs 
and/or maintaining or increasing customer service is a winning combination in supply chains 
and ultimately leads to greater end-customer satisfaction. Footwear manufacturers, for exam- 
ple, are looking for ways to reduce cycle times, delivering new products to retailers faster. 
Because the majority of footwear sold in the United States comes from China, products must 
be shipped to a port and then distributed across the country. To limit a portion of the ground 
transportation, some companies are starting to use a two-point distribution strategy instead 
of just one U.S. entry point. Products are transported to the East and West coasts, placing 
them closer to distribution centers and customers.'” 

In the rest of this section, we take a closer look at a variety of physical distribution activi- 
ties, including order processing, inventory management, materials handling, warehousing, 
and transportation. 


Proportional Cost-of Each Physical Distribution Function 
as a Percentage of Total Distribution Costs 
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ORDER PROCESSING 


Order processing is the receipt and transmission of sales order information. Although man- 
agement sometimes overlooks the importance of these activities, efficient order processing 
facilitates product flow. Computerized order processing provides a database for all supply-chain 
members to increase their productivity. When carried out quickly and accurately, order process- 
ing contributes to customer satisfaction, decreased costs and cycle time, and increased profits. 

Order processing entails three main tasks: order entry, order handling, and order delivery. 
Order entry begins when customers or salespeople place purchase orders via telephone, snail mail, 
e-mail, or website. Electronic ordering is less time-consuming than a manual, paper-based ordering 
system and reduces costs. In some companies, sales representatives receive and enter orders person- 
ally and also handle complaints, prepare progress reports, and forward sales order information. 

Order handling involves several tasks. Once an order is entered, it is transmitted to a 
warehouse, where product availability is verified, and to the credit department, where prices, 
terms, and the customer's credit rating are checked. If the credit department approves the 
purchase, warehouse personnel (sometimes assisted by automated equipment) pick and 
assemble the order. If the requested product is not in stock, a production order is sent to the 
factory, or the customer is offered a substitute. 

When the order has been assembled and packed for shipment, the warehouse schedules 
delivery with an appropriate carrier. If the customer pays for rush service, overnight delivery 
by FedEx, UPS, DHL, or another overnight carrier is used. The customer is sent an invoice, 
inventory records are adjusted, and the order is delivered. 

Whether a company uses a manual or an electronic order-processing system depends on 
which method provides the greater speed and accuracy within cost limits. Manual processing 
suffices for small-volume orders and is more flexible in certain situations. Most companies, how- 
ever, use electronic data interchange (EDI), which uses computer technology to integrate order 
processing with production, inventory, accounting, and transportation. Within the supply chain, 
EDI functions as an information system that links marketing channel members and outsourc- 
ing firms together. It reduces paperwork for all members of the supply chain and allows them to 
share information on invoices, orders, payments, inquiries, and scheduling. Consequently, many 
companies have pushed their suppliers toward EDI to reduce distribution costs and cycle times. 


INVENTORY MANAGEMENT 


Inventory management involves developing and maintaining adequate assortments of products 
to meet customers’ needs. It is a key component of any effective physical distribution system. 
Inventory decisions have a major impact on physical distribution costs and the level of customer 
service provided. When too few products are carried in inventory, the result is stockouts, or short- 
ages of products that, in turn, can result in brand switching, lower sales, and loss of customers. 
When too many products (or too many slow-moving products) are carried, costs increase, as do 
risks of product obsolescence, pilferage, and damage. The objective of inventory management is to 
minimize inventory costs while maintaining an adequate supply of goods to satisfy customers. To 
achieve this objective, marketers focus on two major issues: when to order and how much to order. 
To determine when to order, a marketer calculates the reorder point: the inventory level that 
signals the need to place a new order. To calculate the reorder point, the marketer must know the 
order lead time, the usage rate, and the amount of safety stock required. The order lead time refers to 
the average time lapse between placing the order and receiving it. The usage rate is the rate at which 
a product’s inventory is used or sold during a specific time period. Safety stock is the amount of extra 
inventory a firm keeps to guard against stockouts resulting from above-average usage rates and/or 
longer-than-expected lead times. The reorder point can be calculated using the following formula: 


reorder point = (order lead time X usage rate) + safety stock 
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Thus, if order lead time is 10 days, usage rate is 3 units per day, and safety stock is 20 units, 
the reorder point is 50 units. 

Efficient inventory management with accurate reorder points is crucial for firms that 
use a just-in-time (JIT) approach, in which supplies arrive just as they are needed for use 
in production or for resale. When using JIT, companies maintain low inventory levels and 
purchase products and materials in small quantities whenever they need them. Usually there 
is no safety stock, and suppliers are expected to provide consistently high-quality products. 
JIT inventory management requires a high level of coordination between producers and sup- 
pliers, but it eliminates waste and reduces inventory costs significantly. This approach has 
been used successfully by many well-known firms—including Chrysler, Harley-Davidson, 
and Dell Computer—to reduce costs and boost customer satisfaction. When a JIT approach 
is used in a supply chain, suppliers often move close to their customers. 


MATERIALS HANDLING 


Materials handling, the physical handling of tangible goods, supplies, and resources, is an 
important factor in warehouse operations, as well as in transportation from points of production 
to points of consumption. Efficient procedures and techniques for materials handling minimize 
inventory management costs, reduce the number of times a good is handled, improve customer 
service, and increase customer satisfaction. Systems for packaging, labeling, loading, and move- 
ment must be coordinated to maximize cost reduction and customer satisfaction. 

A growing number of firms are turning to radio waves to track materials tagged with radio 
frequency ID (RFID) through every phase of handling. Freda, a Lithuanian furniture manu- 
facturer, uses RFID technology to track the furniture that it supplies to IKEA, the Swedish 
retail outlet. As outgoing shipments to IKEA pass through RFID portals, the entire forklift of 
merchandise is automatically scanned to make sure that the shipment is complete and accu- 
rate. Freda also uses this RFID technology to track when items are produced and sent out, 
and when its inventory of a specific product is getting low so that it can manufacture more of 
that product. Considering the company ships about 800 items in over 15 trucks per day, this 
technology helps Freda increase order speed and accuracy while minimizing costs." 

Product characteristics often determine handling. For example, the characteristics of 
bulk liquids and gases determine how they can be moved and stored. Internal packaging is 
also an important consideration in materials handling; goods must be packaged correctly to 
prevent damage or breakage during handling and transportation. Most companies employ 
packaging consultants during the product design process to help them decide which packag- 
ing materials and methods will result in the most efficient handling. 

Unit loading and containerization are two common methods used in materials han- 
dling. With unit loading, one or more boxes are placed on a pallet or skid; these units then 
can be loaded efficiently by mechanical means such as forklifts, trucks, or conveyer systems. 
Containerization is the consolidation of many items into a single, large container that is 
sealed at its point of origin and opened at its destination. Containers are usually 8 feet wide, 
8 feet high, and 10 to 40 feet long. They can be conveniently stacked and shipped via train, 
barge, or ship. Once containers reach their destinations, wheel assemblies can be added to 
make them suitable for ground transportation. Because individual items are not handled in 
transit, containerization greatly increases efficiency and security in shipping. 


WAREHOUSING 


Warehousing, the design and operation of facilities for storing and moving goods, is 
another important physical distribution function. Warehousing provides time utility by 
enabling firms to compensate for dissimilar production and consumption rates. When mass 
production creates a greater stock of goods than can be sold immediately, companies may 
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Warehousing and 


Inventory Management 
ASAP Systems provides 
warehouse inventory 
management systems to 
business customers. 


© Marcin Balcerzak/Shutterstock.com 


warehouse the surplus until customers are ready to buy. Warehousing also helps to stabilize 
prices and the availability of seasonal items. 

The choice of warehouse facilities is an important strategic consideration. The right type 
of warehouse allows a company to reduce transportation and inventory costs or improve 
service to customers. The wrong type of warehouse may drain company resources. Beyond 


deciding how many facilities to operate and where to locate them, a company must deter- 
mine which type of warehouse is most appropriate. Warehouses fall into two general catego- 
ries: private and public. In many cases, a combination of private and public facilities provides 
the most flexible warehousing approach. 

Companies operate private warehouses for shipping and storing their own products. A 
firm usually leases or purchases a private warehouse when its warehousing needs in a given 
geographic market are substantial and stable enough to warrant a long-term commitment 
to a fixed facility. Private warehouses are also appropriate for firms that require special 
handling and storage and that want control of warehouse design and operation. Retailers 
such as Sears and Radio Shack find it economical to integrate private warehousing with 
purchasing and distribution for their retail outlets. When sales volumes are fairly stable, 
ownership and control of a private warehouse may provide benefits such as property appre- 
ciation. Private warehouses, however, face fixed costs such as insurance, taxes, maintenance, 
and debt expense. They also limit flexibility when firms wish to move inventories to more 
strategic locations. Many private warehouses are being eliminated by direct links between 
producers and customers, reduced cycle times, and outsourcing to public warehouses. 

Public warehouses lease storage space and related physical distribution facilities to other com- 
panies. They sometimes provide distribution services such as receiving, unloading, inspecting, and 
reshipping products; filling orders; providing financing; displaying products; and coordinating ship- 
ments. Distribution Unlimited Inc., for example, offers a wide range of such services through its 
facilities in New York, which contain more than 8 million total square feet of warehouse space.'” 

Public warehouses are especially useful to firms that have seasonal production or low- public warehouses 
volume storage needs, have inventories that must be maintained in many locations, are testing 
or entering new markets, or own private warehouses but occasionally require additional stor- 


age space. Public warehouses also serve as collection points during product-recall programs. 
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Whereas private warehouses have fixed costs, public warehouses offer variable (and often 
lower) costs because users rent space and purchase warehousing services only as needed. 

Many public warehouses furnish security for products that are used as collateral for 
loans, a service provided at either the warehouse or the site of the owner’s inventory. Field 
public warehouses are established by public warehouses at the owner's inventory location. The 
warehouser becomes custodian of the products and issues a receipt that can be used as col- 
lateral for a loan. Public warehouses also provide bonded storage, a warehousing arrangement 
in which imported or taxable products are not released until the products’ owners pay U.S. 
customs duties, taxes, or other fees. Bonded warehouses enable firms to defer tax payments 
on such items until they are delivered to customers. 

Distribution centers are large facilities used for receiving, warehousing, and redistributing 
products to stores or customers. Distribution centers are specially designed for rapid flow of 
products. They are usually one-story buildings (to eliminate elevators) with access to transporta- 
tion networks such as major highways and/or railway lines. Many distribution centers are highly 
automated, with computer-directed robots, forklifts, and hoists that collect and move products 
to loading docks. American Eagle Outfitters, for example, operates multiple distribution centers 
to serve the needs of more than 1,100 American Eagle Outfitters, aerie, and 77kids stores in the 
United States, Canada, and the Middle East. The American Eagle Outfitters and aerie brands 
market apparel to the 15- to 25-year-old market, while the new 77kids brand markets apparel 
to 2- to 12-year-olds. Efficiency and creativity in distribution operations help the firm to keep 
up with a high volume of merchandise moving through the centers and to stay on top of busy 
holiday seasons.'* Although some public warehouses offer such specialized services, most distri- 
bution centers are privately owned. They serve customers in regional markets and, in some cases, 
function as consolidation points for a company’s branch warehouses. 


TRANSPORTATION 


Transportation, the movement of products from where they are made to intermediaries 
sportatior and end users, is the most expensive physical distribution function. Today, approximately 
10 percent of a company’s total expenses are freight charges.'? Because product availability 
and timely deliveries depend on transportation functions, transportation decisions directly 
affect customer service. A firm may even build its distribution and marketing strategy around 


Getting Ready for Stormy Weather 


etting ready for a storm? Major retailers such as - storm season even begins. Then, the retailer's “command 

Home Depot have to be ready long before you even center” personnel track the course of severe weather using 

think about shopping for a snow shovel or flash- weather predictions. As hurricanes or blizzards move in, staff- 
light. Not only do stores plan to have the right merchandise ers send out trucks loaded with storm merchandise for each 
in the right locations, they also must think about keeping store. They also investigate emergency housing for employees _ 
employees, facilities, and equipment safe and sound. and determine when stores should open and close.Inthe 


wake of Hurricane Katrina’s devastation, Home Depot opened ? 
a temporary store in Mississippi but closed it four years later, 
after much of the rebuilding had been completed.? 


For example, Home Depot maintains several distribution 
centers exclusively for storm-related merchandise, which are 
stocked up on basics such as gas-powered generators before 
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Transportation Modes 
FedEx offers delivery solutions 
to consumers and businesses 
throughout the world, using 
railroads and airplanes. 
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a unique transportation system if that system can ensure on-time deliveries and thereby give 


the firm a competitive edge. Companies may build their own transportation fleets (private 
carriers) or outsource the transportation function to a common or contract carrier. 


Transportation Modes 


The basic transportation modes for moving physical goods are railroads, trucks, waterways, 
airways, and pipelines. Each has distinct advantages. Many companies adopt physical han- 
dling procedures that facilitate the use of two or more modes in combination. Table 14.3 
shows the percentage of intercity freight carried by each transportation mode. 

Railroads such as Union Pacific and Canadian National carry heavy, bulky freight that 
must be shipped long distances over land. Railroads commonly haul minerals, sand, lumber, 
chemicals, and farm products, as well as low-value manufactured goods and automobiles. 
However, transporting chemicals via railroads can be dangerous in an accident. Currently, 
Clorox is changing the way it manufactures its product, eliminating chlorine gas, to make 
the product safer to transport via rail.*? Railroads are especially efficient for transporting full 
carloads, which can be shipped at lower rates than smaller quantities because they require 
less handling. Many companies locate factories or warehouses near rail lines for convenient 
loading and unloading. 

Trucks provide the most flexible schedules and routes of all major transportation modes 
in the United States because they can go almost anywhere. Because trucks have a unique abil- 
ity to move goods directly from factory or warehouse to customer, they are often used in con- 
junction with other forms of transport that cannot provide door-to-door deliveries. Trucks 
are more expensive and somewhat more vulnerable to bad weather than trains. They are also 
subject to size and weight restrictions on the products they carry. Trucks are sometimes criti- 
cized for high levels of loss and damage to freight and for delays caused by the rehandling of 
small shipments. 

Waterways are the cheapest method of shipping heavy, low-value, nonperishable goods 
such as ore, coal, grain, and petroleum products. Water carriers offer considerable capacity. 
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TABLE 14.3 Characteristics and Ratings of Transportation Modes by Selection Criteria _ 


Selection 
Criteria Railroads Trucks Pipelines Waterways Airplanes 


Products carried | Coal, grain, Clothing, Oil, processed Chemicals, Flowers, food 
lumber, paper computers, coal, natural gas | bauxite, grain, (highly perishable), 
and pulp books, groceries motor vehicles, technical 
products, and produce, agricultural instruments, 
chemicals livestock implements emergency parts 

and equipment, 

overnight mail 


Source: U.S. Bureau of Transportation Statistics, National Transportation Statistics (Washington, DC: U.S. Government Printing Office), September 2009, 
www.bts.gov/publications/national_transportation_statistics/html/table_01_46b.html. 


Powered by tugboats and towboats, barges that travel along intracoastal canals, inland rivers, 
and navigation systems can haul at least ten times the weight of one rail car, and oceangoing 
vessels can haul thousands of containers. More than 95 percent of international cargo is trans- 
ported by water. However, many markets are inaccessible by water transportation unless sup- 
plemented by rail or truck. Droughts and floods also may create difficulties for users of inland 
waterway transportation. Nevertheless, the extreme fuel efficiency of water transportation and 
the continuing globalization of marketing likely will increase its use in the future. 

Air transportation is the fastest but most expensive form of shipping. It is used most 
often for perishable goods; for high-value, low-bulk items; and for products that require 
quick delivery over long distances, such as emergency shipments. Some air carriers transport 
combinations of passengers, freight, and mail. Despite its expense, air transit can reduce 
warehousing and packaging costs and losses from theft and damage, thus helping to lower 
total costs (but truck transportation needed for pickup and final delivery adds to cost and 
transit time). Although air transport accounts for less than 1 percent of total ton-miles car- 
ried, its importance as a mode of transportation is growing. In fact, the success of many 
businesses is now based on the availability of overnight air delivery service provided by orga- 
nizations such as UPS, FedEx, DHL, RPS Air, and the U.S. Postal Service. Amazon.com, for 
example, ships many of the products that are ordered online via UPS within one day. 

Pipelines, the most automated transportation mode, usually belong to the shipper and carry 
the shipper’s products. Most pipelines carry petroleum products or chemicals. The Trans-Alaska 
Pipeline, owned and operated by a consortium of oil companies that includes ExxonMobil and 
BP, transports crude oil from remote oil-drilling sites in central Alaska to shipping terminals 
on the coast. Slurry pipelines carry pulverized coal, grain, or wood chips suspended in water. 
Pipelines move products slowly but continuously and at relatively low cost. They are depend- 
able and minimize the problems of product damage and theft. However, contents are subject 
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to as much as | percent shrinkage, usually from evaporation. 
Pipelines also have been a concern to environmentalists, who 
fear installation and leaks could harm plants and animals. 


Choosing Transportation Modes 


Logistics managers select a transportation mode based on 
the combination of cost, speed, dependability, load flex- 
ibility, accessibility, and frequency that is most appropri- 
ate for their products and generates the desired level of 
customer service. Table 14.3 shows relative ratings of each 
transportation mode by these selection criteria. 

Marketers compare alternative transportation modes to 


determine whether the benefits from a more expensive mode 
are worth the higher costs. Companies such as Iron Data can 
assist marketers in analyzing various transportation options. 
This Internet firm’s software provides corporate users with 
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Note: U.S. trucking companies are expanding their operations outside the United States to 


several services, including the ability to view information Mexico and Canada in North America and markets as far as Australia. 


about the speed and cost of different transportation modes, 
print labels, order shipping, and track shipments online.”! 


Coordinating Transportation 


To take advantage of the benefits offered by various transportation modes and compensate 
for deficiencies, marketers often combine and coordinate two or more modes. In recent 
years, intermodal transportation, as this integrated approach is sometimes called, has 
become easier because of new developments within the transportation industry. Several kinds 
of intermodal shipping are available. All combine the flexibility of trucking with the low cost 
or speed of other forms of transport. Containerization facilitates intermodal transportation 
by consolidating shipments into sealed containers for transport by piggyback (shipping that 
uses both truck trailers and railway flatcars), fishyback (truck trailers and water carriers), and 
birdyback (truck trailers and air carriers). As transportation costs have increased, intermodal 
shipping has gained popularity. To transport its floor cleaners to retail locations, Electrolux 
relies on several modes of transportation, which include water, rail, and truck carriers. The 
majority of products are shipped from Asia to ports in the United States, transported to the 
distribution center in El Paso, Texas, via rail and finally to destinations via trucks.” 

Specialized outsource agencies provide other forms of transport coordination. Known as 
freight forwarders, these firms combine shipments from several organizations into efficient 
lot sizes. Small loads (less than 500 pounds) are much more expensive to ship than full car- 
loads or truckloads, which frequently require consolidation. Freight forwarders take small 
loads from various marketers, buy transport space from carriers, and arrange for goods to be 
delivered to buyers. For instance, LOreal USA uses freight forwarders for shipments that are 
less-than-truckload, weighing less than 20,000 pounds.” Freight forwarders’ profits come 
from the margin between the higher, less-than-carload rates they charge each marketer and 
the lower carload rates they themselves pay. Because large shipments require less handling, 
use of freight forwarders can speed delivery. Freight forwarders also can determine the most 
efficient carriers and routes and are useful for shipping goods to foreign markets. Currently, 
Boeing and Damco, a Danish logistics company, are using each other’s expertise, in manu- 
facturing and freight forwarding, to improve global supply chain management by creating 
industrial and technological logistics tools.“ Some companies prefer to outsource their ship- 
ping to freight forwarders because the latter provide door-to-door service. 

Another transportation innovation is the development of megacarriers, freight transpor- 
tation companies that offer several shipment methods, including rail, truck, and air service. 


Source: Joseph O'Reilly, “Trucking 2010 Perspectives,” /nbound Logistics (September 2010): 53. 


Intermodal 
Transportation 

Containers facilitate intermodal 
transportation because they can 
be transported by ships, trains, 
and trucks. 
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CSX, for example, has trains, barges, container ships, trucks, and pipelines, thus offering a 


multitude of transportation services. In addition, air carriers have increased their ground- 
transportation services. As they expand the range of transportation alternatives, carriers also 
put greater stress on customer service. 


Legal Issues in Channel 
Management 


The numerous federal, state, and local laws governing channel management are based on 
the general principle that the public is best served by protecting competition and free trade. 
Under the authority of such federal legislation as the Sherman Antitrust Act and the Federal 
Trade Commission Act, courts and regulatory agencies determine under what circumstances 
channel management practices violate this underlying principle and must be restricted. 
Although channel managers are not expected to be legal experts, they should be aware that 
attempts to control distribution functions may have legal repercussions. The following prac- 
tices are among those frequently subject to legal restraint. 


DuAL DISTRIBUTION 


Earlier we noted that some companies may use dual distribution by using two or more market- 
ing channels to distribute the same products to the same target market. Hewlett-Packard, for 
example, sells computers directly to consumers through a toll-free telephone line and a website, 
as well as through electronics retailers such as Best Buy. Courts do not consider this practice 
illegal when it promotes competition. A manufacturer can also legally open its own retail out- 
lets. But the courts view as a threat to competition a manufacturer that uses company-owned 
outlets to dominate or drive out of business independent retailers or distributors that handle its 
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products. In such cases, dual distribution violates the law. To avoid this interpretation, produc- 
ers should use outlet prices that do not severely undercut independent retailers’ prices. 


RESTRICTED SALES [TERRITORIES 


To tighten control over distribution of its products, a manufacturer may try to prohibit 
intermediaries from selling its products outside designated sales territories. Intermediaries 
themselves often favor this practice because it gives them exclusive territories, allowing them 
to avoid competition for the producer’s brands within these territories. In recent years, the 
courts have adopted conflicting positions in regard to restricted sales territories. Although the 
courts have deemed restricted sales territories a restraint of trade among intermediaries han- 
dling the same brands (except for small or newly established companies), they have also held 
that exclusive territories can actually promote competition among dealers handling different 
brands. At present, the producer’s intent in establishing restricted territories and the overall 
effect of doing so on the market must be evaluated for each individual case. 


TyiInc AGREEMENTS 


When a supplier (usually a manufacturer or franchiser) furnishes a product to a channel member 
with the stipulation that the channel member must purchase other products as well, a tying agree- 
ment exists. Suppliers may institute tying agreements to move weaker products along with more 
popular items, or a franchiser may tie purchase of equipment and supplies to the sale of franchises, 
justifying the policy as necessary for quality control and protection of the franchiser’s reputation. 

A related practice is full-line forcing, in which a supplier requires that channel members 
purchase the supplier’s entire line to obtain any of the supplier’s products. Manufacturers 
sometimes use full-line forcing to ensure that intermediaries accept new products and that a 
suitable range of products is available to customers. 

The courts accept tying agreements when the supplier alone can provide products of a 
certain quality, when the intermediary is free to carry competing products as well, and when 
a company has just entered the market. Most other tying agreements are considered illegal. 


EXCLUSIVE DEALING 


When a manufacturer forbids an intermediary to carry products of competing manufactur- 
ers, the arrangement is called exclusive dealing. Manufacturers receive considerable market 
protection in an exclusive-dealing arrangement and may cut off shipments to intermediaries 
that violate the agreement. 

The legality of an exclusive-dealing contract is generally (easel by applying three 
tests. If the exclusive dealing blocks competitors from as much as 15 percent of the mar- 
ket, the sales volume is large, and the producer is considerably larger than the retailer, the 
arrangement is considered anticompetitive. If dealers and customers in a given market have 
access to similar products or if the exclusive-dealing contract strengthens an otherwise weak 
competitor, the arrangement is allowed. 


REFUSAL TO DEAL 


For more than 75 years, the courts have held that producers have the right to choose channel 
members with which they will do business (and the right to reject others). Within existing 
distribution channels, however, suppliers may not legally refuse to deal with wholesalers or 
dealers merely because these wholesalers or dealers resist policies that are anticompetitive or in 
restraint of trade. Suppliers are further prohibited from organizing some channel members in 
refusal-to-deal actions against other members that choose not to comply with illegal policies. 


CHAPTER REVIEW 


Describe the foundations of supply-chain 
management. 


The distribution component of the market- 
ing mix focuses on the decisions and activities 
involved in making products available to custom- 
ers when and where they want to purchase them. 
An important function of distribution is the joint 
effort of all involved organizations to be part of 
creating an effective supply chain, which refers 
to all the activities associated with the flow and 
transformation of products from raw materials 
through to the end customer. Operations man- 
agement is the total set of managerial activities 
used by an organization to transform resource 
inputs into products, services, or both. Logistics 
management involves planning, implementation, 
and controlling the efficient and effective flow 
and storage of goods, services, and information 
from the point of origin to consumption in order 
to meet customers’ needs and wants. Supply man- 
agement in its broadest form refers to the pro- 
cesses that enable the progress of value from raw 
material to final customer and back to redesign 
and final disposition. Supply-chain management 
therefore refers to a set of approaches used to inte- 
grate the functions of operations management, 
logistics management, supply management, and 
marketing channel management so that prod- 
ucts and services are produced and distributed 
in the right quantities, to the right locations, and 
at the right time. The supply chain includes all 
entities—shippers and other firms that facilitate 
distribution, as well as producers, wholesalers, 
and retailers—that distribute products and ben- 
efit from cooperative efforts. 


Explore the role and significance of marketing 
channels and supply chains. 


A marketing channel, or channel of distribution, is 
a group of individuals and organizations that direct 
the flow of products from producers to customers. 
The major role of marketing channels is to make 
products available at the right time, at the right 
place, and in the right amounts. In most chan- 
nels of distribution, producers and consumers are 
linked by marketing intermediaries. The two major 
types of intermediaries are retailers, which purchase 
products and resell them to ultimate consumers, 
and wholesalers, which buy and resell products to 
other wholesalers, retailers, and business customers. 
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Marketing channels serve many functions. They 
create time, place, and possession utilities by mak- 
ing products available when and where customers 
want them and providing customers with access 
to product use through sale or rental. Marketing 
intermediaries facilitate exchange efficiencies, 
often reducing the costs of exchanges by perform- 
ing certain services and functions. Although some 
critics suggest eliminating wholesalers, the func- 
tions of the intermediaries in the marketing chan- 
nel must be performed. As such, eliminating one 
or more intermediaries results in other organiza- 
tions in the channel having to do more. Because 
intermediaries serve both producers and buyers, 
they reduce the total number of transactions that 
otherwise would be needed to move products 
from producer to the end customer. 


Identify types of marketing channels. 


Channels of distribution are broadly classified 
as channels for consumer products and chan- 
nels for business products. Within these two 
broad categories, different channels are used for 
different products. Although consumer goods 
can move directly from producer to consum- 
ers, consumer channels that include wholesalers 
and retailers are usually more economical and 
knowledge-efficient. Distribution of business 
products differs from that of consumer products 
in the types of channels used. A direct distribu- 
tion channel is common in business marketing. 
Also used are channels containing industrial 
distributors, manufacturers’ agents, and a com- 
bination of agents and distributors. Most pro- 
ducers have multiple or dual channels so the 
distribution system can be adjusted for various 
target markets. 


Understand factors that influence marketing 
channel selection. 


Selecting an appropriate marketing channel is a 
crucial decision for supply-chain managers. To 
determine which channel is most appropriate, 
managers must think about customer charac- 
teristics, the type of organization, product attri- 
butes, competition, environmental forces, and the 
availability and characteristics of intermediaries. 
Careful consideration of these factors will assist 
a supply-chain manager in selecting the correct 
channel. 


© Russell Kord/Alamy 


Identify the intensity of market coverage. 


A marketing channel is managed such that prod- 
ucts receive appropriate market coverage. In choos- 
ing intensive distribution, producers strive to make 
a product available to all possible dealers. In selec- 
tive distribution, only some outlets in an area are 
chosen to distribute a product. Exclusive distri- 
bution usually gives a single dealer rights to sell a 
product in a large geographic area. 


Examine strategic issues in marketing 
channels, including leadership, cooperation, 
and conflict. 


Each channel member performs a different role 
in the system and agrees to accept certain rights, 
responsibilities, rewards, and sanctions for non- 
conformance. Although many marketing chan- 
nels are determined by consensus, some are 
organized and controlled by a single leader, or 
channel captain. A channel captain may be a pro- 
ducer, wholesaler, or retailer. A marketing channel 
functions most effectively when members cooper- 
ate; when they deviate from their roles, channel 
conflict can arise. 


Integration of marketing channels brings vari- 
ous activities under one channel member’s man- 
agement. Vertical integration combines two or 
more stages of the channel under one manage- 
ment. The vertical marketing system (VMS) is 
managed centrally for the mutual benefit of all 
channel members. Vertical marketing systems 
may be corporate, administered, or contractual. 
Horizontal integration combines institutions 
at the same level of channel operation under a 
single management. 


Examine physical distribution as a part of 
supply-chain management. 


Physical distribution, or logistics, refers to the 
activities used to move products from producers 
to customers and other end users. These activities 
include order processing, inventory management, 
materials handling, warehousing, and transporta- 
tion. An efficient physical distribution system is 
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an important component of an overall marketing 
strategy because it can decrease costs and increase 
customer satisfaction. Within the marketing 
channel, physical distribution activities are often 
performed by a wholesaler, but they may also be 
performed by a producer or retailer or outsourced 
to a third party. Efficient physical distribution 
systems can decrease costs and transit time while 
increasing Customer service. 


Order processing is the receipt and transmission of 
sales order information. It consists of three main 
tasks—order entry, order handling, and order 
delivery—that may be done manually but are more 
often handled through electronic data interchange 
systems. Inventory management involves develop- 
ing and maintaining adequate assortments of prod- 
ucts to meet customers’ needs. Logistics managers 
must strive to find the optimal level of inventory to 
satisfy customer needs while keeping costs down. 
Materials handling, the physical handling of prod- 
ucts, is a crucial element in warehousing and trans- 
porting products. Warehousing involves the design 
and operation of facilities for storing and moving 
goods; such facilities may be privately owned or 
public. Transportation, the movement of prod- 
ucts from where they are made to where they are 
purchased and used, is the most expensive physical 
distribution function. The basic modes of trans- 
porting goods include railroads, trucks, waterways, 
airways, and pipelines. 


Explore legal issues in channel management. 


Federal, state, and local laws regulate channel 
management to protect competition and free 
trade. Courts may prohibit or permit a practice 
depending on whether it violates this underly- 
ing principle. Channel management practices 
frequently subject to legal restraint include dual 
distribution, restricted sales territories, tying 
agreements, exclusive dealing, and refusal to deal. 
When these practices strengthen weak competi- 
tors or increase competition among dealers, they 
may be permitted; in most other cases, when 
competition may be weakened considerably, they 
are deemed illegal. 
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KEY CONCEPTS 


distribution 391 exclusive distribution 405 just-in-time (JIT) 414 
supply chain 391 channel captain 407 materials handling 414 
operations management 391 channel power warehousing 414 
logistics management 391 vertical channel integration 410 private warehouses 415 
supply management 391 vertical marketing system public warehouses 415 
supply-chain management 391 (VMS) 410 distribution centers 416 
marketing channel 393 horizontal channel integration 410 transportation 416 
marketing intermediaries 393 physical distribution 411 intermodal transportation 419 
industrial distributor 399 cycle time 412 freight forwarders 419 
dual distribution 400 order processing 413 megacarriers 419 
strategic channel alliance 401 electronic data interchange tying agreement 421 


intensive distribution 403 


selective distribution 404 


(EDI) 413 


inventory management 


exclusive dealing 421 


413 


ISSUES FOR DISCUSSION AND REVIEW 


1. Define supply-chain management. Why is it 8. Identify and describe the factors that may influence 
important? marketing channel selection decisions. 

2. Describe the major functions of marketing chan- 9. Explain the differences among intensive, selective, 
nels. Why are these functions better accomplished and exclusive methods of distribution. 
through combined efforts of channel members? é ; . 

10. “Channel cooperation requires that members sup- 

3. List several reasons consumers often blame interme- port the overall channel goals to achieve individual 
diaries for distribution inefficiencies. goals.” Comment on this statement. 

4. Compare and contrast the four major types of mar- 11. Explain the major characteristics of each of the 
keting channels for consumer products. Through three types of vertical marketing systems (VMSs): 
which type of channel is each of the following prod- corporate, administered, and contractual. 
ucts most likely to be distributed? ; ; ; 

oe 12. Discuss the cost and service trade-offs involved in 
a. New automobiles pein: é Rad aes 

; eveloping a physical distribution system. 
b. Saltine crackers 
c. Cut-your-own Christmas trees 13. What are the main tasks involved in order 
ae 
d. New textbooks Pio De: 
e. Sofas 14. Explain the trade-offs that inventory managers face 
f. Soft drinks when they reorder products or supplies. How is the 
: ; reorder point computed? 

5. Outline the four most common channels for busi- iC P 
ness products. Describe the products or situations 15. Explain the major differences between private and 
that lead marketers to choose each channel. public warehouses. How do they differ from a dis- 

} : ae ee tribution center? 

6. Describe an industrial distributor. What types of 
products are marketed through an industrial dis- 16. Compare and contrast the five major transportation 
tributor? modes in terms of cost, speed, and dependability. 

7. Under what conditions is a producer most likely to 17. Under what conditions are tying agreements, exclu- 


use more than one marketing channel? 


sive dealing, and dual distribution judged illegal? 
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MARKETING APPLICATIONS 


1. Supply-chain management involves long-term part- 
nerships among channel members that are working 
together to reduce inefficiencies, costs, and redun- 
dancies and to develop innovative approaches to 
satisfy customers. Select one of the following com- 
panies and explain how supply-chain management 
could increase marketing productivity. 


a; Dell 

b. FedEx 
c. Nike 

d. Taco Bell 


2. Marketers can select from three major levels of mar- 
keting coverage when determining the number and 
kinds of outlets in which to sell a product: intensive, 
selective, or exclusive distribution. Characteristics 
of the product and its target market determine 
the intensity of coverage a product should receive. 
Indicate the intensity level best suited for the fol- 
lowing products, and explain why it is appropriate. 
a. Personal computers 
b. Deodorant 
c. Canon digital cameras 


d. Nike athletic shoes 


3. Describe the decision process you might go through 
if you were attempting to determine the most 


appropriate distribution channel for one of the 
following: 

a. Shotguns for hunters 

b. Women’s lingerie 

c. Telephone systems for small businesses 

d. Toy trucks for 2-year-olds 


4. Assume that you are responsible for the physical 
distribution of computers at a web-based com- 
pany. What would you do to ensure product avail- 
ability, timely delivery, and quality service for your 


customers? 


ONLINE EXERCISE 


5. Many companies lack their own distribution sys- 
tems. Firms in this situation may rely on the services 
provided by companies such as FedEx to handle 
their distribution. Learn more about the services 
provided by FedEx at www.fedex.com. 

a. What tools does FedEx provide to make the 
shipping process easier? 

b. Other than shipping products, what other ser- 
vices does FedEx provide? 

c. Is there information on the FedEx website 
that would help a potential FedEx customer to 
evaluate FedEx regarding some of the selection 
criteria shown in Table 14.3? 


DEVELOPING YOUR MARKETING PLAN 


One of the key components in a successful marketing 
strategy is the plan for getting the products to your cus- 
tomer. Io make the best decisions about where, when, 
and how your products will be made available to the 
customer, you need to know more about how these dis- 
tribution decisions relate to other marketing mix ele- 
ments in your marketing plan. To assist you in relating 
the information in this chapter to your marketing plan, 
consider the following issues: 


1. Marketing intermediaries perform many activities. 
Using Table 14.2 as a guide, discuss the types of 
activities where a channel member could provide 
needed assistance. 


2. Using Figure 14.2 (or 14.3 if your product is a busi- 


ness product), determine which of the channel dis- 


tribution paths is most appropriate for your prod- 
uct. Given the nature of your product, could it be 
distributed through more than one of these paths? 


3. Determine the level of distribution intensity that is 
appropriate for your product. Consider the character- 
istics of your target market(s), the product attributes, 
and environmental factors in your deliberation. 


4, Discuss the physical functions that will be required 
for distributing your product, focusing on materials 
handling, warehousing, and transportation. 


The information obtained from these questions 
should assist you in developing various aspects of your 
marketing plan found in the Interactive Marketing Plan 
exercise at www.cengagebrain.com. 


VIDEO CASE 


BEYOND DIsks 


Founded in 1997, Netflix was originally nothing more than an 
online version of a traditional video rental store. Customers 
could visit the Netflix website and choose movies to rent by 
mail. Each DVD rental cost $4, along with a $2 shipping fee, plus 
late fees, if applicable. However, with bricks-and-mortar video 
rental stores booming, Netflix quickly figured out that it needed 
amore compelling competitive advantage to attract a large and 
loyal customer base. 


Instead of charging for individual DVDs, Netflix instituted a 
monthly subscription plan, charging customers based on the 
number of movies they want to have at home. Monthly pack- 
ages range from one-at-a-time to four-at-a-time DVD rentals— 
no late fees, ever. Members create a list of movies they would 
like to see in order of preference, and Netflix delivers them. As 
soon as a customer returns a DVD in Netflix’s prepaid envelope, 
the company sends the next one on the list. 


As Netflix’s cost-efficient subscription model became more 
popular, it expanded its film and television show collection and 
now offers more independent and foreign films, documentaries, 
and television shows than anyone else. It also added a “Play 
Instantly” feature, allowing subscribers to download movies 
from the Netflix website. Customers enjoy being able to click 
and watch a movie right away—and Netflix saves on shipping 
fees, not to mention lightening its physical distribution load. 


To keep up with the high volume of rentals by mail, Netflix 
employees check in and mail out more than 600 DVDs every 
hour. Netflix maintains 58 distribution centers around the coun- 
try. As a result, DVDs typically arrive one day after they're shipped 
to customers. Netflix knows that speed is critical because custom- 
ers want to make the most of their subscriptions. The faster DVDs 
arrive, the faster they can be viewed and dropped in the mailbox, 
to be checked in by the nearest Netflix distribution center. Then 
the next DVD on the list is mailed, and the cycle begins again. 


Today, Netflix invites subscribers to stream rented movies elec- 
tronically through a variety of devices, including Microsoft's 
Xbox 360, Sony’s PS3, Nintendo’s Wii, selected Blu-ray DVD play- 
ers, and web-enabled televisions from several manufacturers. 
Although a growing number of customers are opting for these 
digital rental options, the majority still prefer Netflix’s original 
rent-by-mail offering. Within a few years, however, digital deliv- 
ery could become the company’s mainstay. 
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NETELIX’s DISTRIBUTION GOES 


Now Netflix has grown into a major power in the movie rental 
business, ringing up $2.2 billion in revenue and serving more 
than 23 million members. During the past decade, it’s adapted 
to an ever-changing competitive landscape. Blockbuster, whose 
superstores once dominated the industry, has been struggling 
financially and closing outlets. Even the mighty Walmart tried 
to compete with Netflix at one time, but it ultimately decided to 
exit the DVD rental business. Regional video rental chains and 
independent stores are disappearing, partly because of eco- 
nomic pressures and partly because of changing technology and 
customer behavior. 


Meanwhile, Redbox is the rising star of in-person DVD rent- 

als. Its 27,000 gleaming red vending machines are seemingly 
everywhere, in supermarkets, convenience stores, and other 
high-traffic retail outlets, inviting impulse rentals. Customers can 
see, at a glance, which movies are available for rent and swipe 

a credit or debit card to pay the wallet-pleasing rental fee of 

$1 per day. If they wish, customers can reserve specific movies 
online or via iPhone before heading out to the nearest Redbox 
kiosk to pick them up. Unlike Netflix, which lets customers keep 
DVDs for days or even weeks without paying additional fees, 
Redbox charges $1 per day for every rental, up to a maximum of 
$25 (at which point, the customer keeps the DVD). 


Digital delivery puts Netflix into competition with sites such as 
Apple iTunes, which sell downloads of individual television epi- 
sodes and other entertainment offerings. It also competes with 
free sites such as Hulu, which offer advertiser-supported view- 
ings of movies, television programs, and video clips. Despite the 
competition, Netflix has been thriving, thanks to its vast selec- 
tion, responsive service, and cost-effective subscription pricing. 
With ever-evolving technologies to take advantage of, the com- 
pany sees plenty of room to grow and plenty of new customers 
to win over.” 


QUESTIONS FOR DISCUSSION 


1. How is Netflix using physical distribution for competitive 
advantage? 


2. How have product attributes and customer characteristics 
changed the competitive landscape for distribution in the 
movie rental industry? 


3. Can Netflix be considered a channel captain? Explain your 
answer. 
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There’s No Stopping GameStop’s Game 
Plan for Retail Success 


From Dallas, Texas, to Dee Why, Australia, GameStop is a big player in video 
game retailing. The company, based in Grapevine, Texas, rings up more than 
$9 billion in annual sales through 6,500 stores worldwide. GameStop targets 
three customer segments: enthusiasts who want the latest consoles and 
games, consumers who are casual players, and consumers who give games 
as gifts. Its game plan for global success is based on an ever-changing store 
assortment of new and used products. 

Under GameStop’s trade-in program, customers who bring in used 
games or consoles receive store credit toward the purchase of other mer- 
chandise. GameStop ships used items to one of its refurbishment centers to 
be tested, repaired, repackaged, and returned to stores for resale. This trade- 
in program stimulates a steady stream of store traffic. 

To ensure that new products reach stores as quickly as possible, 
GameStop has one distribution center for new items and a second distribu- 
tion center for all other merchandise. The company monitors daily sales in 
each store and automatically ships replenishment stock twice a week, free- 
ing store staff to concentrate on serving customers. 

GameStop has been building up its online presence to cater to con- 
sumers who prefer to buy with a click. Its website provides previews of 
soon-to-be-released games, invites customers to preorder new games, and 
offers downloads of new and classic games, some for sale and some for free. 
Although digital downloads are increasingly popular, GameStop believes 
that its in-store retailing strength will keep the company ahead of the game 
for years to come.' 
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etailers such as GameStop are the mest visible and accessible marketing channel mem- 

bers to consumers. They are an important link in the marketing channel because they 
are both marketers for and customers of producers and wholesalers. They perform many 
supply-chain functions, such as buying, selling, grading, risk taking, and developing and 
maintaining information databases about customers. Retailers are in a strategic position to 
develop relationships with consumers and partnerships with producers and intermediaries in 
the marketing channel. 

In this chapter, we examine the nature of retailing, direct marketing, and wholesaling 
and their importance in supplying consumers with goods and services. First, we explore the 
major types of retail stores and consider strategic issues in retailing: location, retail position- 
ing, store image, and category management. Next, we discuss direct marketing, including 
catalog marketing, response marketing, telemarketing, television home shopping, and online 
retailing. We also explore direct selling and vending. Then we look at franchising, a retailing 
form that continues to grow in popularity. Finally, we examine the importance of wholesalers 
in marketing channels, including their functions and classifications. 


Retailing 


Retailing includes all transactions in which the buyer intends to consume the product through 
personal, family, or household use. Buyers in retail transactions are therefore the ultimate con- 
sumers. A retailer is an organization that purchases products for the purpose of reselling them 
to ultimate consumers. Although most retailers’ sales are made directly to the consumer, nonre- 
tail transactions occur occasionally when retailers sell products to other businesses. 

Retailing often takes place in stores or service establishments, but it also occurs through 
direct selling, direct marketing, and vending machines. Given the purchasing pattern trends 
of the past decade, there is a clear expectation that consumers will increasingly buy their 
goods and services online. Online shoppers prefer shopping on the Internet to avoid crowds, 


shop www.costco.com | 
for thousands of items you 
won't find in your local Costco 
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find lower prices, avoid the inconvenience of having 
to travel to stores, and have a wider selection of prod- 
ucts. This trend is evident when looking at sales from 
Black Friday, the Friday after Thanksgiving when most 
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retailers drastically mark down products to jump-start 
the holiday shopping season. It is common to find cus- 
tomers camping outside of retail stores in order to take 
advantage of the huge discounts. This trend may be 
dwindling as many consumers decide to sleep in and 


take advantage of the price reductions from their com- 
puter at home. Last year, online sales were up 15.9 per- 
cent on Black Friday.’ 

Retailing is important to the national U.S. economy. 
Approximately 1.1 million retailers operate in the United 
States.* This number has remained relatively constant for 


the past 25 years, but sales volume has increased more 
than fourfold. Most personal income is spent in retail 
stores, and nearly one of every five people employed in 
the United States works in a retail operation.‘ 

Retailers add value for customers by providing ser- 
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vices and assisting in making product selections. They 
can enhance the value of products by making buyers’ ote: u.s. retail sales in billions of dollars. 


shopping experiences more convenient, as in online Source: “2011 Top 100 Retailers,” NRF Stores Magazine, July 2011, www.stores.org/201 1/Top-100-Retailers 
(accessed July 19, 2011). © 2011 Stores Magazine. Used with permission. 


shopping. Through their locations, retailers can facili- 

tate comparison shopping; for example, car dealerships often cluster in the same general 
vicinity, as do furniture stores. Product value is also enhanced when retailers offer services, 
such as technical advice, delivery, credit, and repair. Finally, retail sales personnel can demon- 
strate to customers how products can satisfy their needs or solve problems. 

The value added by retailers is significant for both producers and end consumers. 
Retailers are the critical link between producers and end consumers because they provide 
the environment in which exchanges with ultimate consumers occur. Ultimate consumers 
benefit through retailers’ performance of marketing functions that result in the availability of 
broader arrays of products that can satisfy the needs of consumers. Retailers play a major role 
in creating time, place, and possession utility and, in some cases, form utility. 

Leading retailers such as Walmart, Home Depot, Macy’s, Staples, and Best Buy offer 
consumers a place to browse and compare merchandise to find just what they need. 
However, such traditional retailing is being challenged by direct marketing channels that 
provide home shopping through catalogs, television, and the Internet. Brick-and-mortar 
retailers are responding to this change in the retail environment in various ways. Walmart, 
for example, has established a website for online shopping and joined forces with fast-food 
giants McDonald’s and KFC to attract consumers and offer them the added convenience of 
eating where they shop. 

New store formats and advances in information technology are making the retail envi- 
ronment highly dynamic and competitive. Instant-messaging technology is enabling online 
retailers to converse in real time with customers so they do not click away to another site. 
Consider Lands’ End: at the Lands’ End website, shoppers can click to chat, via keyboard, 
directly with a customer service representative about sizes, colors, or other product details. 
The key to success in retailing is to have a strong customer focus with a retail strategy 
that provides the level of service, product quality, and innovation that consumers desire. 
Partnerships among noncompeting retailers and other marketing channel members are pro- 
viding new opportunities for retailers. For example, airports are leasing space to retailers such 
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as McDonald’s, Sunglass Hut, and The Body Shop. Kroger and Nordstrom have developed 
joint co-branded credit cards that offer rebates to customers at participating stores. 

Retailers are also finding global opportunities. For example, both McDonald’s and The 
Gap Inc. are now opening more international stores than domestic ones, a trend that is likely 


to continue for the foreseeable future. Starbucks has opened hundreds of stores in Japan and 
Southeast Asia. Increasingly, retailers from abroad, such as IKEA, are opening stores in the 
United States. 


Major Types of Retail Stores 


Many types of retail stores exist. One way to classify them is by the breadth of products they 
offer. Two general categories include general-merchandise retailers and specialty retailers. 


GENERAL-MERCHANDISE RETAILERS 


A retail establishment that offers a variety of product lines that are stocked in considerable 
depth is referred to as a general-merchandise retailer. The types of product offerings, mixes 
of customer services, and operating styles of retailers in this category vary considerably. The 
primary types of general-merchandise retailers are department stores, discount stores, con- 
venience stores, supermarkets, superstores, hypermarkets, warehouse clubs, and warehouse 
showrooms (see Table 15.1). 


Department Stores 


Department stores are large retail organizations characterized by wide product mixes and 
staffs of at least 25 people. To facilitate marketing efforts and internal management in these 
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[ABLE 15.1 _General-Merchandise Retailers) 


Type of Retailer Description 


Department store Large organization offering a wide product mix and organized into 


separate departments 


Discount store Self-service, general-merchandise store offering brand name and pri- 


vate brand products at low prices 


Convenience store Small self-service store offering narrow product assortment in conve- 


nient locations 


Warehouse club Large-scale, members-only establishments combining cash-and-carry 


wholesaling with discount retailing 


Supermarket Self-service store offering complete line of food products and some 
nonfood products 
ae Superstore Giant outlet offering all food and nonfood products found in supermar- 
ody P 
ee kets, as well as most routinely purchased products 
i Hypermarket Combination supermarket and discount store; larger than a superstore 


Warehouse showroom Facility in a large, low-cost building with large on-premises inventories 


and minimal service 


stores, related product lines are organized into separate departments—such as cosmetics, 
housewares, apparel, home furnishings, and appliances—to facilitate marketing and internal 
management. Often, each department functions as a self-contained business, and buyers for 
individual departments are fairly autonomous. 

Department stores are distinctly service oriented. Their total product may include credit, 
delivery, personal assistance, merchandise returns, and a pleasant atmosphere. Although 
some so-called department stores are actually large, departmentalized specialty stores, most 
department stores are shopping stores. Consumers can compare price, quality, and service at 
one store with those at competing stores. Along with large discount stores, department stores 
are often considered retailing leaders in a community and are found in most places with 
populations of more than 50,000. 

Typical department stores, such as Macy’s, Sears, JCPenney, Dillard’s, and Neiman 
Marcus, obtain a large proportion of sales from apparel, accessories, and cosmetics. Other 
products these stores carry include gift items, luggage, electronics, home accessories, and 
sports equipment. Some department stores offer such services as automobile insurance, 
hair care, income tax preparation, and travel and optical services. In some cases, space for 
these specialized services is leased out, with proprietors managing their own operations 
and paying rent to the store. Many department stores also sell products through their 
websites. 


Discount Stores 


In recent years, department stores have been losing sales to discount stores, especially 
Walmart and Target. Discount stores are self-service, general-merchandise outlets that regu- 
larly offer brand-name and private-brand products at low prices. Discounters accept lower 
margins than conventional retailers in exchange for high sales volume. ‘To keep inventory 
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turnover high, they carry a wide but carefully selected assort- 
ment of products, from appliances to housewares to clothing. 
Major discount establishments also offer food products, toys, 
automotive services, garden supplies, and sports equipment. 

Walmart and Target are the two largest discount stores. 
Walmart has grown to 8,390 stores worldwide and brings in 
nearly $405 billion in sales annually.” Some discounters, such 
as Meijer Inc., are regional organizations. Most of them oper- 
ate in large (50,000 to 80,000 square feet), no-frills facilities. 
Discount stores usually offer everyday low prices rather than 
relying on sales events. 

Discount retailing developed on a large scale in the early 
1950s, when postwar production began catching up with con- 
sumer demand for appliances, home furnishings, and other 
hard goods. Discount stores were often cash-only operations 
wa 5 in warehouse districts, offering goods at savings of 20 to 30 
percent over conventional retailers. Facing increased competi- 
tion from department stores and other discount stores, some 
discounters have improved store services, atmosphere, and 
location, raising prices and sometimes blurring the distinc- 
tion between discount store and department store. Even Target 
is investing in its stores in the hopes of attaining greater cus- 
tomer traffic. The company is expanding its grocery offerings, 
electronics departments, and shoe sections. Target’s remod- 
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eled stores have met with initial success—average sales at these 


: stores have increased 6 percent.° 
Department Stores 


Department stores like Macy's offer a wide variety of 


product lines Convenience Stores 


A convenience store is a small, self-service store that is open 

long hours and carries a narrow assortment of products, usu- 

ally convenience items such as soft drinks and other beverages, 
snacks, newspapers, tobacco, and gasoline, as well as services such as automatic teller 
machines. The primary product offered by the “corner store” is convenience. 

According to the National Association of Convenience Stores, there are 146,341 
convenience stores in the United States with one convenience store per approximately 
2,100 residents. They are typically less than 5,000 square feet; open 24 hours a day, 
7 days a week; and stock about 500 items. In addition to many national chains, 
there are many family-owned independent convenience stores in operation. The con- 
venience store concept was developed in 1927 when Southland Ice in Dallas began 
stocking milk, eggs, and other products for customers who wanted to replenish their 


“ice boxes.”” 


Ne pe 
convenience store | 


Supermarkets 


Supermarkets are large, self-service stores that carry a complete line of food products, as 
well as some nonfood products such as cosmetics and nonprescription drugs. Supermarkets 
are arranged in departments for maximum efficiency in stocking and handling products but 
have central checkout facilities. They offer lower prices than smaller neighborhood grocery 
stores, usually provide free parking, and may also cash checks. 

Today, consumers make more than three-quarters of all grocery purchases in supermar- 
kets. Even so, supermarkets’ total share of the food market is declining because consumers 


now have widely varying food preferences and buying habits, and in many communities, 
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shoppers can choose from several convenience stores, discount stores, and specialty food 
stores, as well as a wide variety of restaurants. Walmart, for example, expects to generate in 
its “supermarket-type” stores more revenue than the top three U.S. supermarket chains— 
Kroger, Albertson’s, and Safeway—combined. 


Superstores 


Superstores, which originated in Europe, are giant retail outlets that carry not only food and 
nonfood products that are ordinarily found in supermarkets but also routinely purchased 
consumer products. Besides a complete food line, superstores sell housewares, hardware, 
small appliances, clothing, personal-care products, garden products, and tires—about four 
times as many items as supermarkets. Services available at superstores include dry cleaning, 
automotive repair, check cashing, bill paying, and snack bars. Superstores combine features 
of discount stores and supermarkets. Examples include Walmart Supercenters, some Kroger 
stores, SuperTarget stores, and Super Kmart Centers. 

To cut handling and inventory costs, superstores use sophisticated operating techniques 
and often have tall shelving that displays entire assortments of products. Superstores can 
have an area of as much as 200,000 square feet (compared with 20,000 square feet in tradi- 
tional supermarkets). Sales volume is two to three times that of supermarkets, partly because 
locations near good transportation networks help generate the in-store traffic needed for 


profitability. 


Hypermarkets 


Hypermarkets combine supermarket and discount store shopping in one location. Larger 
than superstores, they range from 225,000 to 325,000 square feet and offer 45,000 to 
60,000 different types of low-priced products. They commonly allocate 40 to 50 percent 
of their space to grocery products and the remainder to general merchandise, including ath- 


letic shoes, designer jeans, and other apparel; refrigerators, televisions, and other appliances; 


housewares; cameras; toys; jewelry; hardware; and automotive supplies. Many lease space to 


Superstores 

Superstores like Target carry a 
wide assortment of products at 
competitive prices. 
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noncompeting businesses such as banks, optical shops, and fast-food restaurants. All hyper- 
markets focus on low prices and vast selections. 

Although Kmart, Walmart, and Carrefour (a French retailer) have operated hypermar- 
kets in the United States, most of these stores were unsuccessful and closed. Such stores may 
be too big for time-constrained U.S. shoppers. However, hypermarkets are more successful 
in Europe, South America, and Mexico and, more recently, in the Middle East and India. 


Warehouse Clubs 


Warehouse clubs, a rapidly growing form of mass merchandising, are large-scale, members-only 
selling operations that combine cash-and-carry wholesaling with discount retailing. Sometimes 
called buying clubs, warehouse clubs offer the same types of products as discount stores but in 
a limited range of sizes and styles. Whereas most discount stores carry around 40,000 items, 
a warehouse club handles only 3,500 to 5,000 products, usually acknowledged brand leaders. 
Sam’s Club stores, for example, stock about 4,000 items, with 1,400 available most of the time 
and the rest being one-time buys. Costco leads the warehouse club industry with sales of nearly 
$78 billion. Sam’s Club is second with almost $47 billion in store sales. A third company, BJ’s 
Wholesale Club, which operates in the Northeast and Florida, has a much smaller market.* All 
these establishments offer a broad product mix, including food, beverages, books, appliances, 
housewares, automotive parts, hardware, and furniture. 

To keep prices lower than those of supermarkets and discount stores, warehouse clubs provide 
few services. They generally do not advertise, except through direct mail. Their facilities, often 
located in industrial areas, have concrete floors and aisles wide enough for forklifts. Merchandise 
is stacked on pallets or displayed on pipe racks. Customers must transport purchases themselves. 
Warehouse clubs appeal to many price-conscious consumers and small retailers unable to obtain 
wholesaling services from large distributors. The average warehouse club shopper has more edu- 
cation, a higher income, and a larger household than the average supermarket shopper. 


Warehouse Showrooms 


Warehouse showrooms are retail facilities with five basic characteristics: large, low-cost 
buildings; warehouse materials-handling technology; vertical merchandise displays; large, 
on-premises inventories; and minimal services. IKEA, a Swedish company, sells furniture, 
household goods, and kitchen accessories in warehouse showrooms and through catalogs 
around the world, including China and Russia. These high-volume, low-overhead operations 
stress fewer personnel and services. Lower costs are possible because some marketing func- 
tions have been shifted to consumers, who must transport, finance, and perhaps store larger 
quantities of products. Most consumers carry away purchases in the manufacturer’s carton, 
although stores will deliver for a fee. 


SPECIALTY RETAILERS 


In contrast to general-merchandise retailers with their broad product mixes, specialty retail- 
ers emphasize narrow and deep assortments. Despite their name, specialty retailers do not sell 
specialty items (except when specialty goods complement the overall product mix). Instead, 
they offer substantial assortments in a few product lines. We examine three types of specialty 
retailers: traditional specialty retailers, category killers, and ofFprice retailers. 


Traditional Specialty Retailers 

Traditional specialty retailers are stores that carry a narrow product mix with deep product 
lines. Sometimes called limited-line retailers, they may be referred to as single-line retailers if 
they carry unusual depth in one main product category. Specialty retailers commonly sell 
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Traditional Specialty Store and an Off-Price Specialty Store 
Victoria's Secret is a traditional specialty store. T.J. Maxx is an example of an off-price specialty retailer. 


such shopping products as apparel, jewelry, sporting goods, fabrics, computers, and pet sup- 
plies. The Limited, Radio Shack, Hickory Farms, The Gap, and Foot Locker are examples of 
retailers offering limited product lines but great depth within those lines. 

Because they are usually small, specialty stores may have high costs in proportion to sales, 
and satisfying customers may require carrying some products with low turnover rates. However, 
these stores sometimes obtain lower prices from suppliers by purchasing limited lines of mer- 
chandise in large quantities. Successful specialty stores understand their customer types and 
know what products to carry, thus reducing the risk of unsold merchandise. Specialty stores 
usually offer better selections and more sales expertise than department stores, their main 
competitors. By capitalizing on fashion, service, personnel, atmosphere, and location, specialty 
retailers position themselves strategically to attract customers in specific market segments. 


Category Killers 


Over the past 20 years, a new breed of specialty retailer, the category killer, has evolved. 
A category killer is a very large specialty store that concentrates on a major product category 
and competes on the basis of low prices and enormous product availability. These stores are 
referred to as category killers because they expand rapidly and gain sizable market shares, tak- 
ing business away from smaller, high-cost retail outlets. Examples of category killers include 
Home Depot and Lowe's (home improvement chains); Staples, Office Depot, and OfficeMax 
(office-supply chains); Barnes & Noble (bookseller); Petco and PetSmart (pet-supply chains); 


and Best Buy (consumer electronics). 


Off-Price Retailers 


Off-price retailers are stores that buy manufacturers’ seconds, overruns, returns, and 
off-season production runs at below-wholesale prices for resale to consumers at deep 
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Walmart Tackles Sustainability Issues 


almart is not only the world’s largest retailer, 

it’s also a recognized leader in managing for 

sustainability. The company has short-term and 
long-term plans to tackle a variety of important environmental 
issues, including harnessing energy from renewable sources, 


on used cooking grease. In addition, Walmart has stepped up 
recycling of hangers, plastics, and other materials. 


Using its marketing muscle, Walmart is taking the green 
movement to store shelves with special Home Energy 
Efficiency aisles filled with compact-fluorescent bulbs, 


conserving natural resources, and reducing waste in landfills. 
In California, Hawaii, and Arizona, Walmart has equipped some 
stores and distribution centers with solar panels for clean elec- 
tricity generation. Its fleet of delivery vehicles includes hybrid 
diesel-electric trucks as well as a few biofuel trucks, which run 


high-efficiency appliances, and other consumer products. The 
company has also donated $2 million to install energy-efficient 
refrigeration and lighting in food banks across the country, 
using philanthropy to further its sustainability agenda. 


discounts. Unlike true discount stores, which pay regular wholesale prices for goods and 
usually carry second-line brand names, off-price retailers offer limited lines of national- 
brand and designer merchandise, usually clothing, shoes, or housewares. The number of 
off-price retailers such as T.J. Maxx, Marshalls, Stein Mart, and Burlington Coat Factory 
has grown. 

Off-price stores charge 20 to 50 percent less than department stores for comparable 
merchandise but offer few customer services. They often feature community dressing rooms 
and central checkout counters. Some of these stores do not take returns or allow exchanges. 
Off-price stores may or may not sell goods with the original labels intact. They turn over 
their inventory 9 to 12 times a year, three times as often as traditional specialty stores. They 
compete with department stores for the same customers: price-conscious customers who are 
knowledgeable about brand names. 

To ensure a regular flow of merchandise into their stores, off-price retailers establish 
long-term relationships with suppliers that can provide large quantities of goods at reduced 
prices. Manufacturers may approach retailers with samples, discontinued products, or items 
that have not sold well. Also, off-price retailers may seek out manufacturers, offering to pay 
cash for goods produced during the manufacturers’ off-season. Although manufacturers ben- 
efit from such arrangements, they also risk alienating their specialty and department store 
customers. Department stores tolerate off-price stores as long as they do not advertise brand 
names, limit merchandise to lower-quality items, and are located away from the department 
stores. When off-price retailers obtain large stocks of in-season, top-quality merchandise, 
tension builds between department stores and manufacturers. 


Strategic Issues in Retailing 


Whereas most business purchases are based on economic planning and necessity, consumer 
purchases may result from social and psychological influences. Because consumers shop for 
various reasons—to search for specific items, escape boredom, or learn about something 
new—retailers must do more than simply fill space with merchandise. They must make 
desired products available, create stimulating shopping environments, and develop marketing 
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strategies that increase store patronage. In this section, we dis- 
cuss how store location, retail positioning, store image, and 
category management are used strategically by retailers. 


LOCATION OF RETAIL STORES 


“Location, location, location” is a common saying among 
retailers (as well as realtors) because of its critical importance 
to success. At the same time, the retail location is the least 
flexible of the strategic retailing issues but is one of the most 
important because location dictates the limited geographic 
trading area from which a store draws its customers. Retailers 
consider various factors when evaluating potential locations, 
including location of the firm’s target market within the trad- 
ing area, kinds of products being sold, availability of public 
transportation, customer characteristics, and competitors’ 
locations. 

In choosing a location, a retailer evaluates the relative 
ease of movement to and from the site, including factors such 
as pedestrian and vehicular traffic, parking, and transporta- 
tion. Retailers also evaluate the characteristics of the site itself: 
types of stores in the area; size, shape, and visibility of the 
lot or building under consideration; and rental, leasing, or 
ownership terms. Retailers look for compatibility with nearby 
retailers because stores that complement one another draw 
more customers for everyone. 

Many retailers choose to locate in downtown central busi- 
ness districts, whereas others prefer sites within various types 
of shopping centers. Some retailers, including Toys“R”Us, 
Walmart, Home Depot, and many fast-food restaurants, opt for freestanding structures that 
are not connected to other buildings, but many chain stores are found in planned shop- 
ping centers and malls. JCPenney is transitioning away from malls to freestanding struc- 
tures, allowing the retailer to be closer to its customers and reduce rent.’ Sometimes, retailers 
choose to locate in less orthodox settings. 

There are several types of shopping centers, including neighborhood, community, 
regional, superregional, lifestyle, power, and outlet centers. Neighborhood shopping 
centers usually consist of several small convenience and specialty stores, such as small gro- 
cery stores, gas stations, and fast-food restaurants. Many of these retailers consider their 
target markets to be consumers who live within two to three miles of their stores, or 10 min- 
utes’ driving time. Because most purchases are based on convenience or personal contact, 
there is usually little coordination of selling efforts within a neighborhood shopping center. 
Generally, product mixes consist of essential products, and depth of the product lines is lim- 
ited. Community shopping centers include one or two department stores and some spe- 
cialty stores, as well as convenience stores. They draw consumers looking for shopping and 
specialty products not available in neighborhood shopping centers. Because these centers 
serve larger geographic areas, consumers must drive longer distances to community shop- 
ping centers than to neighborhood centers. Community shopping centers are planned and 
coordinated to attract shoppers. Special events, such as art exhibits, automobile shows, and 
sidewalk sales, stimulate traffic. Managers of community shopping centers look for tenants 
that complement the centers’ total assortment of products. Such centers have wide product 
mixes and deep product lines. 


Entrepreneurship in Marketing 


Furniture Store? That Used to 
Be Our Roller-Skating Rink! 


It takes entrepreneurial spirit to see a cavernous roller- 
skating rink as a future furniture store. However, an 
out-of-the-ordinary location was part of the appeal for 
Mary Liz Curtin and Stephen Scannell, the husband- 
and-wife owners of Leon & Lulu, an upscale furniture 
shop in Clawsen, Michigan. Curtin and Scannell liked 
the size and character of the Ambassador Roller Rink, a 
local landmark more than 60 years old. Although they 
had to renovate it for its new purpose, they left the rink’s 
original scoreboard and floor intact. 


Since the store’s grand opening in 2006, Curtin and 
Scannell have incorporated the rink’s heritage into their 
marketing efforts. They put hundreds of the old skates 
on display and, during busy sales, their employees skate 
around serving cookies to customers. The location has 
become a major draw, helping build the store’s annual 
sales beyond $2 million. “We get letters from people 
who thank us for keeping the history alive,’ Curtin says.° 
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McDonald's is well known for choosing strategic locations, 


resulting in successful franchises. 
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Regional shopping centers usually have the largest 
department stores, widest product mixes, and deepest prod- 
uct lines of all shopping centers. Many shopping malls are 
regional shopping centers, although some are community 
shopping centers. With 150,000 or more consumers in their 
target market, regional shopping centers must have well- 
coordinated management and marketing activities. Target 
markets may include consumers traveling from a distance to 
find products and prices not available in their hometowns. 
Because of the expense of leasing space in regional shopping 
centers, tenants are more likely to be national chains than 
small, independent stores. Large centers usually advertise, 
have special events, furnish transportation to some consumer 
groups, maintain their own security forces, and carefully 
select the mix of stores. The largest of these centers, some- 
times called superregional shopping centers, have the widest 
and deepest product mixes and attract customers from many 
miles away. Superregional centers often have special attrac- 
tions beyond stores, such as skating rinks, amusement centers, 
or upscale restaurants. Mall of America, in the Minneapolis 
area, is the largest shopping mall in the United States with 
520 stores, including Nordstrom and Bloomingdale’s, and 50 
restaurants. The shopping center also includes a walk-through 


aquarium, museum, theme parks, a 14-screen movie theater, 
10 
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hotels, and many special events. 

With traditional mall sales declining, some shopping 
center developers are looking to new formats that differ 
significantly from traditional shopping centers. A lifestyle 
shopping center is typically an open-air shopping center that 
features upscale specialty, dining, and entertainment stores, 
usually owned by national chains. They are often located 
near affluent neighborhoods and may have fountains, benches, and other amenities that 
encourage “casual browsing.” Indeed, architectural design is an important aspect of these 
“minicities,” which may include urban streets or parks, and is intended to encourage con- 
sumer loyalty by creating a sense of place. Some lifestyle centers are designed to resem- 
ble traditional “Mair? Street” shopping centers or may have a central theme evidenced by 
architecture." 

Some shopping center developers are bypassing the traditional department store anchor 
and combining off-price stores and small stores with category killers in power shopping 
center formats. These centers may be anchored by stores such as The Gap, Toys“R”Us, 
PetSmart, and Home Depot. The number of power shopping centers is growing, resulting in 
a variety of formats vying for the same retail dollar. 

Factory outlet malls feature discount and factory outlet stores carrying traditional manu- 
facturer brands, such as Quicksilver, Liz Claiborne, Reebok, and Le Creuset. Some outlet 
centers feature upscale products. Manufacturers own these stores and make a special effort to 
avoid conflict with traditional retailers of their products. Manufacturers claim their stores are 
in noncompetitive locations; indeed, most factory outlet centers are located outside metro- 
politan areas. Not all factory outlets stock closeouts and irregulars, but most avoid comparison 
with discount houses. Factory outlet centers attract value-conscious customers seeking quality 
and major brand names. They operate in much the same way as regional shopping centers, 
but usually draw customers, some of whom may be tourists, from a larger shopping radius. 
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Promotional activity is at the heart of these shopping centers. 


Craft and antique shows, contests, and special events attract a Marketing Debate 
great deal of traffic. 

RETAIL PosITIONING Buying Food from 
The large variety of shopping centers and the expansion of the Drugstore 


product offerings by traditional stores have intensified retail- 


; Ea ; Pi et Sa ' ISSUE: Should drugstores transform a food desert into 
ing competition. Retail positioning is therefore an impor- 


tant consideration. Retail positioning involves identifying gees 

an unserved or underserved market segment and serving it Many inner-city neighborhoods have stores selling 
through a strategy that distinguishes the retailer from others in all kinds of snacks but little space devoted to fresh, 

the minds of those customers. For example, Walmart has built nutritious foods. Now Walgreens and CVS are addressing 
a reputation for providing a wide variety of low-price items the challenge of the “food desert” by creating a “food 
conveniently to its customers. Walmart employs its everyday oasis” of fruits, vegetables, and more in selected stores. 
low prices strategy throughout its Walmart Discount Store, Walgreens has revamped the merchandise mix in 
Supercenter, and Neighborhood Market outlets, as well as many urban stores to feature hundreds of fresh grocery 
through its website. The retailer is also attempting to reposi- items. “We wanted to develop a daily healthy and 

tion itself through its new Marketside grocery stores, which living solutions store,’ says a Walgreens executive. CVS 
are located in Arizona. These small-community, pilot grocery is installing a grocery section in more than 1,000 of its 
stores’ offerings include low-cost grocery items but also focus stores. 


on fresh and organic food items, restaurant-quality prepared 


: Selling food through drug chains does have its 
meals, and a wide assortment of wines.’ In recent years, a 


downsides. Food tends to be priced higher in drugstores, 
and drugstores are not likely to be as efficient in food 
sales as stores that specialize in these areas. However, 
many are embracing this idea due to the convenience of 
one-stop shopping.‘ 


number of discount and specialty store chains have positioned 
themselves to appeal to time- and cash-strapped consumers 
with convenient locations and layouts as well as low prices. 
This strategy has helped them gain market share at the expense 
of large department stores. 


STORE IMAGE 


To attract customers, a retail store must project an image—a functional and psychological 
picture in the consumer’s mind—that appeals to its target market. Store environment, mer- 
chandise quality, and service quality are key determinants of store image. 

Atmospherics, the physical elements in a store’s design that appeal to consumers’ emo- 
tions and encourage buying, help to create an image and position a retailer. Barnes & Noble, 
for example, uses murals of authors and framed pictures of classic book covers to convey 
a literary image. Studies show that retailers can use different elements—music, color, and 
complexity of layout and merchandise presentation—to influence customer arousal based 
on their shopping motivation. Bars, for example, have to consider several factors when it 
comes to atmospherics, including music tempo and volume, lighting levels, cleanliness, and 
physical layout. Most bars tend to sell the same range of products, so they use atmospherics 
extensively to differentiate themselves and create a unique environment. In order for a bar to 
be successful and retain customers, it must monitor its atmospheric variables and focus on 
maintaining customer comfort levels, because most bar patrons are more recreationally and 
socially motivated, rather than task-motivated. The layout, for example, should create the 
right flow and spread the crowd to the right places, so customers don’t feel claustrophobic."” 

Exterior atmospheric elements include the appearance of the storefront, display windows, 
store entrances, and degree of traffic congestion. Exterior atmospherics are particularly important 
to new customers, who tend to judge an unfamiliar store by its outside appearance and may not 
enter if they feel intimidated by the building or inconvenienced by the parking lot. 


Atmospherics 
Atmospherics in a restaurant, 
such as The Cheesecake Factory, 
can have very positive effects on 
the customer experience. 
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Interior atmospheric elements include aesthetic considerations such as lighting, wall and 


floor coverings, dressing facilities, and store fixtures. Interior sensory elements contribute 
significantly to atmosphere. Caesar's Palace, the hotel and casino in Las Vegas, provides a 
truly memorable experience for its customers by incorporating items to reflect the hotel 
theme, ancient Rome. The hotel and casino have marble floors, ancient Roman statues and 
fountain recreations including the Statue of David and Trevi Fountain, as well as sky-painted 
ceilings in the Forum Shops and white walls with plenty of columns. By providing customers 
with a truly authentic experience, the company hopes visitors will spend more at the casino, 
stores, restaurants, and bars.'* Color can attract shoppers to a retail display. Many fast-food 
restaurants use bright colors, such as red and yellow, because these have been shown to make 
customers feel hungrier and eat faster, which increases turnover. Sound is another impor- 
tant sensory component of atmosphere and may range from silence to subdued background 
music. Mexican restaurants, for example, usually play fast-paced Spanish music to encourage 
customers to dine quickly and thus increase the restaurant’s turnover, whereas fancy, more 
expensive, restaurants tend to play softer, slower classical music to encourage customers to 
stay longer and spend more. Many retailers employ scent, especially food aromas, to attract 
customers. Most consumers expect the scent of a store to be congruent with the products 
that are sold there. For example, Starbucks should smell like its coffee, Panera like its freshly 


baked bread, and Yankee Candle like its scented candles. 


CaTEGORY MANAGEMENT 


Category management is a retail strategy of managing groups of similar, often substitutable 
products produced by different manufacturers. For instance, supermarkets such as Safeway 
use category management to determine space for products such as cosmetics, cereals, and 
soups. An assortment of merchandise is both customer and strategically driven to improve 
performance. Category management developed in the food industry because supermarkets 
were concerned about highly competitive behavior among manufacturers. 
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Category management is a move toward a collaborative supply-chain initiative to enhance 
customer value. Successful category management requires the acquisition, analysis, and shar- 
ing of sales and consumer information between the retailer and manufacturer. Walmart, for 
example, has developed strong supplier relationships with manufacturers such as Procter & 
Gamble. The development of information about demand, consumer behavior, and optimal 
allocations of products should be available from one source. Firms such as SAS provide soft- 
ware to manage data associated with each step of the category management decision cycle. 
The key is cooperative interaction between the manufacturers of category products and the 
retailer to create maximum success for all parties in the supply chain. 


Direct Marketing and Direct Selling 


Although retailers are the most visible members of the supply chain, many products are 
sold outside the confines of a retail store. Direct selling and direct marketing account for 
an increasing percentage of product sales. Products also may be sold in automatic vending 
machines, but these account for less than 2 percent of all retail sales. 


Drrect MARKETING 


Direct marketing is the use of the telephone, Internet, and nonpersonal media to communi- 
cate product and organizational information to customers, who can then purchase products 
via mail, telephone, or the Internet. Direct marketing is one type of nonstore retailing. Sales 
through direct marketing activities amount to $1.8 trillion per year.” 

Nonstore retailing is the selling of products outside the confines of a retail facility. This 
form of retailing accounts for an increasing percentage of total sales. Direct marketing can 
occur through catalog marketing, direct-response marketing, telemarketing, television home 
shopping, and online retailing. 


Catalog Marketing 


In catalog marketing, an organization provides a catalog from which customers make selec- 
tions and place orders by mail, telephone, or the Internet. Catalog marketing began in 1872, 
when Montgomery Ward issued its first catalog to rural families. Today, there are more than 
7,000 catalog marketing companies in the United States, as well as several retail stores, such 
as Chico’s, that engage in catalog marketing. Some organizations offer a broad array of prod- 
ucts through a sizeable catalog. Spiegel, for example, offers a variety of products spread over 
multiple product lines. Catalog companies such as Lands’ End, Pottery Barn, and J. Crew 
offer considerable depth in just a few major lines of products. Still other catalog companies 
specialize in only a few products within a single line. Some catalog retailers—for instance, 
Cabela’s and Crate & Barrel—have stores in major metropolitan areas. 

The advantages of catalog retailing include efficiency and convenience for customers. The 
retailer benefits by being able to locate in remote, low-cost areas; save on expensive store fix- 
tures; and reduce both personal selling and store operating expenses. On the other hand, catalog 
retailing is inflexible, provides limited service, and is most effective for a selected set of products. 


Direct-Response Marketing 


Direct-response marketing occurs when a retailer advertises a product and makes 
it available through mail or telephone orders. Generally, customers use a credit card, 
but other forms of payment may be permitted. Examples of direct-response market- 
ing include a television commercial offering exercise machines, cosmetics or household 


te! 


Catalog Retailing 

Catalogs allow customers to shop 
at any time. Retailers can use 
catalogs to drive customers to 
stores and their websites. 
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cleaning products available through a toll-free number, and a newspaper or magazine 
advertisement for a series of children’s books available by filling out the form in the ad 
or calling a toll-free number. One of the most successful direct-response initiatives in the 
past few years was for the Snuggie. This product was first introduced on late night TV 
and then made its way into retail outlets like Bed Bath & Beyond, Target, Walgreens, and 
eventually into pet stores like PetSmart when the Snuggie for dogs was created. The com- 
pany sold 5 million Snuggies its first year.'° Direct-response marketing is also conducted 
by sending letters, samples, brochures, or booklets to prospects on a mailing list and 
asking that they order the advertised products by mail or telephone. In general, products 
must be priced above $20 to justify the advertising and distribution costs associated with 
direct-response marketing. 


Telemarketing 


A number of organizations use the telephone to strengthen the effectiveness of traditional 
marketing methods. Telemarketing is the performance of marketing-related activities by 
telephone. Some organizations use a prescreened list of prospective clients. Telemarketing 
can help to generate sales leads, improve customer service, speed up payments on past-due 
accounts, raise funds for nonprofit organizations, and gather marketing data. 

Currently, the laws and regulations regarding telemarketing, although in a state of flux, 
are becoming more restrictive. In 2003, Congress implemented a national do-not-call reg- 
istry for consumers who do not wish to receive telemarketing calls. So far, more than 191 
million phone numbers in the United States have been listed on the registry. The national 
registry is enforced by the Federal Trade Commission and the Federal Communications 
Commission, and companies are subject to a fine of up to $16,000 for each call made to a 
consumer listed on the national do-not-call registry. For instance, Rascal Scooters was forced 
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to pay $100,000 after it was charged with using phone numbers from sweepstake forms to 
call consumers who were on the do-not-call registry.!’ Certain exceptions apply to do-not- 
call lists. A company still can use telemarketing to communicate with existing customers. In 
addition, charitable, political, and telephone survey organizations are not restricted by the 
national registry. 


Television Home Shopping 


Television home shopping presents products to television viewers, encouraging them to 
order through toll-free numbers and pay with credit cards. The Home Shopping Network 
in Florida originated and popularized this format. The most popular products sold through 
television home shopping are jewelry (40 percent of total sales), clothing, housewares, and 
electronics. Home shopping channels have grown so rapidly in recent years that more than 
60 percent of U.S. households have access to home shopping programs. Home Shopping 
Network and QVC are two of the largest home shopping networks. Approximately 60 per- 
cent of home shopping sales revenues come from repeat purchasers. 

The television home shopping format offers several benefits. Products can be demon- 
strated easily, and an adequate amount of time can be spent showing the product so viewers 
are well informed. The length of time a product is shown depends not only on the time 
required for doing demonstrations but also on whether the product is selling. Once the calls 
peak and begin to decline, a new product is shown. Other benefits are that customers can 
shop at their convenience and from the comfort of their homes. 


Online Retailing 


Online retailing makes products available to buyers through computer connections. The 
phenomenal growth of Internet use and online information services such as AOL has cre- 
ated new retailing opportunities. Many retailers have set up websites to disseminate infor- 
mation about their companies and products. Although many retailers with websites use 
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them primarily to promote products, a number of companies—including Barnes & Noble, 
REI, Lands’ End, and OfficeMax—sell goods online. However, the number of companies 
selling online and in stores is growing dramatically as consumers demand multiple channels 
to obtain the goods and services they desire. 

Consumers can purchase hard-to-find items, such as Pez candy dispensers and Elvis 
memorabilia, on eBay. They can buy upscale items for their dogs at SitStay.com, a web 
retailer specializing in high-end dog supplies that carries a carefully screened selection of 
1,500 products. Banks and brokerage firms have established websites to give customers direct 
access to manage their accounts and enable them to trade online. Forrester Research projects 
that online retail sales in the United States will climb to nearly $250 billion by 2014, up 
from $155 billion in 2009.'® With advances in computer technology continuing and con- 
sumers ever more pressed for time, online retailing will continue to escalate. 

Although online retailing represents a major retailing venue, security remains an issue. 
In a recent survey conducted by the Business Software Alliance, about 75 percent of Internet 
users expressed concerns about shopping online. The major issues are identity theft and 
credit card theft. 


DrreEctT SELLING 


Direct selling is the marketing of products to ultimate consumers through face-to-face sales 
presentations at home or in the workplace. According to Direct Selling News, the top 10 
global companies had sales of more than $39 billion in 2010. In the United States, the 
top five companies are Avon, Amway, Herbalife, Mary Kay, and Tupperware. Direct selling 
was once associated with door-to-door selling but has evolved into a professional indus- 
try where most contacts with buyers are prearranged through electronic communication or 
personal contacts. Today, most companies identify customers through the mail, telephone, 
Internet, social networks, or shopping-mall intercepts and then set up appointments. Direct 
selling is possibly even more successful in collective societies such as China, where Amway 
has achieved sales greater than its sales in the United States. 

Although the majority of direct selling takes place on an individual, or person-to-person, 
basis, it sometimes also includes the use of a group, or “party,” plan. With a party plan, a 
consumer acts as a host and invites friends and associates to view merchandise in a group 


Major Brands Party at Home 


hop at home has taken on a new meaning as major Microsoft provided each host with a free copy of the software, 
brands test direct selling through the party plan. a tote bag, a deck of cards, and party favors. Hosts enjoyed the 
All kinds of goods and services are being marketed status of being among the first to own the software. Guests 
in homes worldwide these days, including Purina pet food, liked being able to preview the new software and discuss it 
Rubbermaid mops, Verizon fiber-optic communications ser- with friends in a relaxed, party atmosphere. Just as important, 
vices, and Microsoft software. the photos, videos, blog entries, and tweets posted online 


by hosts and guests kept the positive buzz going strong long 


When Microsoft introduced its Windows 7 operating system, 
after the parties were over.? 


the company hired a company called House Party to recruit 
50,000 hosts for parties in the United States, Europe, and Asia. 
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setting, where a salesperson demonstrates products. The congenial party atmosphere helps 
to overcome customers’ reluctance and encourages them to buy. Tupperware and Mary Kay 
were the pioneers of this selling technique, paving the way for companies such as Pampered 
Chef to grow from a basement business into a corporation that brings in more than $500 
million in revenues annually.'? 

Direct selling has both benefits and limitations. It gives the marketer an opportunity 
to demonstrate the product in an environment—usually customers homes—where it most 
likely would be used. The door-to-door seller can give the customer personal attention, and 
the product can be presented to the customer at a convenient time and location. Product cat- 
egories that have been highly successful for direct selling include cosmetics and personal-care 
products, health products, jewelry, accessories, and household products. Personal attention 
to the customer is the foundation on which some direct sellers, such as Mary Kay, have built 
their businesses. Because commissions for salespeople are so high, ranging from 30 to 50 per- 
cent of the sales price, and great effort is required to isolate promising prospects, overall costs 
of direct selling make it the most expensive form of retailing. Furthermore, some customers 
view direct selling negatively, owing to unscrupulous and fraudulent practices used by some 
direct sellers in the past. Some communities even have local ordinances that control or, in 
some cases, prohibit direct selling. Despite these negative views held by some individuals, 


direct selling is still alive and well, bringing in annual revenues of $30 billion in the United 
States and $114 billion worldwide.” 


AUTOMATIC VENDING 


Automatic vending is the use of machines to dispense products. It accounts for less than 2 per- 
cent of all retail sales. Video game machines provide an entertainment service, and most banks 
offer automatic teller machines (ATMs), which dispense cash and perform other services. 

Automatic vending is one of the most impersonal forms of retailing. Small, standardized, 
routinely purchased products (e.g., chewing gum, candy, newspapers, soft drinks, coffee) 
can be sold in machines because consumers usually buy them at the nearest available loca- 
tion. Redbox vending machines have started a new form of vending: DVD rentals. These 
machines allow customers to rent DVDs at a time that is convenient for them, without a 
membership and from their choice of more than 26,000 locations.*! Machines in areas of 
heavy foot traffic provide efficient and continuous service to consumers. Such high-volume 
areas may have more diverse product availability—for example, hot and cold sandwiches 
and even upscale merchandise. ZoomSystems, for example, operates vending machines that 
market products from Best Buy, Apple, Proactiv, and Reebok.” 

Because vending machines need only a small amount of space and no sales personnel, 
this retailing method has some advantages over stores. The advantages are partly offset, how- 
ever, by the high costs of equipment and frequent servicing and repairs. 


Franchising 


Franchising is an arrangement in which a supplier, or franchiser, grants a dealer, or fran- 
chisee, the right to sell products in exchange for some type of consideration. The franchiser 
may receive some percentage of total sales in exchange for furnishing equipment, buildings, 
management know-how, and marketing assistance to the franchisee. The franchisee supplies 
labor and capital, operates the franchised business, and agrees to abide by the provisions of 
the franchise agreement. Table 15.2 lists the leading U.S. franchises, types of products, num- 
ber of franchise outlets, and startup costs. 
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TABLE 15.2 Top U.S. Franchisers and Their Startup Costs == 


Number of Franchise A 
Rank | Franchise and Description Outlets Worldwide Startup Costs <3 


1 Hampton Hotels 1,753 $3,716,000-$ 13,148,800 


Mid-priced hotels 
2 ampm Soiree $1,786,929-$7,596,688 
Convenience store and gas station 
3 McDonald's 26,209 $1,057,200-$1,885,000 
Hamburgers, chicken, salads 
4 7-Eleven Inc. 37,039 $30,800-$604,500 


Convenience store 


5 Supercuts 1,035 $119,350-$196,550 


Hair salon 


6 Days Inn 1,857 $192,291-$6,479,764 


Hotels 


7 Vanguard Cleaning Systems 1,847 $8,200-$38,100 


Commercial cleaning 


8 Servpro 1,526 $127,300-$174,700 
: Insurance/disaster restoration and cleaning 
9 Subway 33,188 $84,300-$258,300 
: Submarine sandwiches and salads 
: 10 Denny’s Inc. 1,374 $1,125,609-$2,396,419 


a 


Full-service family restaurant 


Because of changes in the international marketplace, shifting employment options in 
the United States, the expanding U.S. service economy, and corporate interest in more joint 
venture activity, franchising is increasing rapidly. There are more than 765,000 franchised 
small businesses in more than 100 industries. Franchised businesses produce an estimated 
$705 billion in output per year and employ about 7.6 million people.’ 

Franchising offers several advantages to both the franchisee and the franchiser. It enables 
a franchisee to start a business with limited capital and benefit from the business experience of 
others. Moreover, nationally advertised franchises, such as ServiceMaster and Burger King, are 
often assured of customers as soon as they open. If business problems arise, the franchisee can 
obtain guidance and advice from the franchiser at little or no cost. Franchised outlets are gener- 
ally more successful than independently owned businesses. Fewer than 10 percent of franchised 
retail businesses fail during the first two years of operation, compared to approximately 50 per- 
cent of independent retail businesses. Also, the franchisee receives materials to use in local 
advertising and can benefit from national promotional campaigns sponsored by the franchiser. 
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Through franchise arrangements, the franchiser gains fast 
and selective product distribution without incurring the high 
cost of constructing and operating its own outlets. The fran- 
chiser therefore has more capital for expanding production and 
advertising. It can also ensure, through the franchise agreement, 
that outlets are maintained and operated according to its own 
standards. Some franchisers, however, permit their franchisees to 
modify their menus, hours, or other operating elements to better 
match their target market’s needs. The franchiser benefits from 
the fact that the franchisee, being a sole proprietor in most cases, 
is likely to be very highly motivated to succeed. Success of the 
franchise means more sales, which translate into higher income 
for the franchiser. 

Franchise arrangements also have several drawbacks. The 
franchiser can dictate many aspects of the business: decor, menu, 
design of employees’ uniforms, types of signs, hours of opera- 
tion, and numerous details of business operations. In addition, 
franchisees must pay to use the franchiser’s name, products, and 
assistance. Usually there is a one-time franchise fee and continu- 
ing royalty and advertising fees, often collected as a percentage of 
sales. Franchisees often must work very hard, putting in 10- to 
12-hour days six or seven days a week. In some cases, franchise 
agreements are not uniform; one franchisee may pay more than 
another for the same services. Finally, the franchiser gives up a 
certain amount of control when entering into a franchise agree- 
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ment. Consequently, individual establishments may not be oper- Franchising 
ated exactly according to the franchiser’s standards. Subway operates many franchise restaurants throughout 
the world. 


Wholesaling 


Wholesaling refers to all transactions in which products are bought for resale, for making 
other products, or for general business operations. It does not include exchanges with ulti- 
mate consumers. A wholesaler is an individual or organization that sells products that are 
bought for resale, making other products, or general business operations. In other words, 
wholesalers buy products and resell them to reseller, government, and institutional users. 
For instance, Sysco, the nation’s number-one food-service distributor, supplies restaurants, 
hotels, schools, industrial caterers, and hospitals with everything from frozen and fresh food 
and paper products to medical and cleaning supplies. Wholesaling activities are not limited 
to goods; service companies, such as financial institutions, also use active wholesale net- 
works. There are more than 430,000 wholesaling establishments in the United States, and 
more than half of all products sold in this country pass through these firms.” 


reese 
wholesaling 
O 


Wholesalers may engage in many supply-chain management activities, including ware- 
housing, shipping and product handling, inventory control, information system manage- 
ment and data processing, risk taking, financing, budgeting, and even marketing research 
and promotion. Regardless of whether there is a wholesaling firm involved in the supply 
chain, all product distribution requires the performance of these activities. In addition to 
bearing the primary responsibility for the physical distribution of products from manu- 
facturers to retailers, wholesalers may establish information systems that help producers 
and retailers better manage the supply chain from producer to customer. Many wholesal- 


wholesaler 


ers are using information technology and the Internet to allow their employees, customers, 
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and suppliers to share information between intermediaries and facilitating agencies such as 
trucking companies and warehouse firms. Other firms are making their databases and 
marketing information systems available to their supply-chain partners to facilitate order 
processing, shipping, and product development and to share information about changing 
market conditions and customer desires. As a result, some wholesalers play a key role in 
supply-chain management decisions. 


SERVICES PROVIDED BY WHOLESALERS 


Wholesalers provide essential services to both producers and retailers. By initiating sales con- 
tacts with a producer and selling diverse products to retailers, wholesalers serve as an exten- 
sion of the producer's sales force. Wholesalers also provide financial assistance. They often 
pay for transporting goods; reduce a producer's warehousing expenses and inventory invest- 
ment by holding goods in inventory; extend credit and assume losses from buyers who turn 
out to be poor credit risks; and, when they buy a producer’s entire output and pay promptly 
or in cash, are a source of working capital. Wholesalers also serve as conduits for information 
within the marketing channel, keeping producers up-to-date on market developments and 
passing along the manufacturers’ promotional plans to other intermediaries. Using wholesal- 
ers therefore gives producers a distinct advantage because the specialized services wholesalers 
perform allow producers to concentrate on developing and manufacturing products that 
match customers’ needs and wants. 

Wholesalers support retailers by assisting with marketing strategy, especially the distri- 
bution component. Wholesalers also help retailers select inventory. They are often special- 
ists on market conditions and experts at negotiating final purchases. In industries in which 
obtaining supplies is important, skilled buying is indispensable. For instance, Atlanta-based 
Genuine Parts Company (GPC), the nation’s top automotive parts wholesaler, has more than 
80 years of experience in the auto parts business, which helps it serve its customers effectively. 
GPC supplies more than 300,000 replacement parts (from about 150 different suppliers) to 
about 1,000 NAPA Auto Parts stores.” Effective wholesalers make an effort to understand 
the businesses of their customers. They can reduce a retailer’s burden of looking for and coor- 
dinating supply sources. If the wholesaler purchases for several different buyers, expenses can 
be shared by all customers. Furthermore, whereas a manufacturer’s salesperson offers retailers 
only a few products at a time, independent wholesalers always have a wide range of products 
available. Thus, through partnerships, wholesalers and retailers can forge successful relation- 
ships for the benefit of customers. 

The distinction between services performed by wholesalers and those provided by other 
businesses has blurred in recent years. Changes in the competitive nature of business, espe- 
cially the growth of strong retail chains like Walmart, Home Depot, and Best Buy, are chang- 
ing supply-chain relationships. In many product categories, such as electronics, furniture, 
and even food products, retailers have discovered that they can deal directly with producers, 
performing wholesaling activities themselves at a lower cost. An increasing number of retail- 
ers are relying on computer technology to expedite ordering, delivery, and handling of goods. 
Technology is thus allowing retailers to take over many wholesaling functions. However, 
when a wholesaler is eliminated from a marketing channel, wholesaling activities still have to 
be performed by a member of the supply chain, whether a producer, retailer, or facilitating 
agency. These wholesaling activities are critical components of supply-chain management. 


Types oF WHOLESALERS 


Wholesalers are classified according to several criteria. Whether a wholesaler is indepen- 
dently owned or owned by a producer influences how it is classified. Wholesalers also can be 
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grouped according to whether they take title to (own) the products they handle. The range of 
services provided is another criterion used for classification. Finally, wholesalers are classified 
according to the breadth and depth of their product lines. Using these criteria, we discuss 
three general types of wholesaling establishments: merchant wholesalers, agents and brokers, 
and manufacturers’ sales branches and offices. 


Merchant Wholesalers 


Merchant wholesalers are independently owned businesses that take title to goods, assume 
risks associated with ownership, and generally buy and resell products to other wholesalers, 
business customers, or retailers. A producer is likely to rely on merchant wholesalers when 
selling directly to customers would be economically unfeasible. Merchant wholesalers are 
also useful for providing market coverage, making sales contacts, storing inventory, handling 
orders, collecting market information, and furnishing customer support. Some merchant 
wholesalers are even involved in packaging and developing private brands to help retail cus- 
tomers be competitive. Merchant wholesalers go by various names, including wholesaler, job- 
ber, distributor, assembler, exporter, and importer. They fall into one of two broad categories: 
full service and limited service (see Figure 15.1). 


FULL-SERVICE WHOLESALERS Full-service wholesalers perform the widest possible range 
of wholesaling functions. Customers rely on them for product availability, suitable assortments, 
breaking large quantities into smaller ones, financial assistance, and technical advice and service. 
Universal Corporation, the world’s largest buyer and processor of leaf tobacco, is an example 
of a full-service wholesaler. Based in Richmond, Virginia, the firm buys, processes, resells, and 
ships tobacco and provides financing for its customers, which include cigarette manufacturers 
such as Philip Morris (which accounts for a significant portion of Universal’s sales). Universal 
is also involved in sales of lumber, building products, and other agricultural products and has 
operations in 35 countries.*° Full-service wholesalers handle either consumer or business prod- 
ucts and provide numerous marketing services to their customers. Many large grocery wholesal- 
ers help retailers with store design, site selection, personnel training, financing, merchandising, 
advertising, coupon redemption, and scanning. Although full-service wholesalers often earn 
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higher gross margins than other wholesalers, their operating expenses are also higher because 
they perform a wider range of functions. 

Full-service wholesalers are categorized as general-merchandise, limited-line, and spe- 
cialty-line wholesalers. General-merchandise wholesalers carry a wide product mix but 
offer limited depth within product lines. They deal in products such as drugs, nonperish- 
able foods, cosmetics, detergents, and tobacco. Limited-line wholesalers carry only a few 
product lines, such as groceries, lighting fixtures, or oil-well-drilling equipment, but offer 
an extensive assortment of products within those lines. Bergen Brunswig Corporation, for 
example, is a limited-line wholesaler of pharmaceuticals and health and beauty aids. 

General-line wholesalers provide a range of services similar to those of general- 
merchandise wholesalers. Specialty-line wholesalers offer the narrowest range of products, 
usually a single product line or a few items within a product line. Red River Commodities 
Inc., for example, is the leading importer (specialty-line wholesaler) of nuts, seeds, and 
dried fruits in the United States.*” Rack jobbers are full-service, specialty-line wholesalers 
that own and maintain display racks in supermarkets, drugstores, and discount and variety 
stores. They set up displays, mark merchandise, stock shelves, and keep billing and inventory 
records; retailers need furnish only space. Rack jobbers specialize in nonfood items with high 
profit margins, such as health and beauty aids, books, magazines, hosiery, and greeting cards. 
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LIMITED-SERVICE WHOLESALERS Limited-service wholesalers provide fewer marketing 
services than do full-service wholesalers and specialize in just a few functions. Producers per- 
form the remaining functions or pass them on to customers or other intermediaries. Limited- 
service wholesalers take title to merchandise but often do not deliver merchandise, grant credit, 
provide marketing information, store inventory, or plan ahead for customers’ future needs. 
Because they offer restricted services, limited-service wholesalers are compensated with lower 
rates and have smaller profit margins than full-service wholesalers. The decision about whether 
to use a limited-service or a full-service wholesaler depends on the structure of the marketing 
channel and the need to manage the supply chain to provide competitive advantage. Although 
certain types of limited-service wholesalers are few in number, they are important in the distri- 
bution of products such as specialty foods, perishable items, construction materials, and coal. 
Table 15.3 summarizes the services provided by four typical limited-service wholesalers: 
cash-and-carry wholesalers, truck wholesalers, drop shippers, and mail-order wholesalers. 


1.3 Services that Limited-Service Wholesalers Provide 


Cash-and-Carry | Truck Drop Shipper Mail Order 


Physical possession of merchandise Yes Yes Yes 
Personal sales calls on customers Yes No 
Information about market conditions Yes Yes 
Advice to customers Yes No 


Stocking and maintenance of merchandise No No No No 
in customers’ stores 


Delivery of merchandise to customers No Yes No No 
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Cash-and-carry wholesalers are intermediaries whose customers—usually small 
businesses—pay cash and furnish transportation. Cash-and-carry wholesalers usually handle 
a limited line of products with a high turnover rate, such as groceries, building materials, 
and electrical or office supplies. Many small retailers whose accounts are refused by other 
wholesalers survive because of cash-and-carry wholesalers. Truck wholesalers, sometimes 
called truck jobbers, transport a limited line of products directly to customers for on-the-spot 
inspection and selection. They are often small operators who own and drive their own trucks. 
They usually have regular routes, calling on retailers and other institutions to determine their 
needs. Drop shippers, also known as desk jobbers, take title to products and negotiate sales 
but never take actual possession of products. They forward orders from retailers, business 
buyers, or other wholesalers to manufacturers and arrange for carload shipments of items 
to be delivered directly from producers to these customers. They assume responsibility for 
products during the entire transaction, including the costs of any unsold goods. Mail-order 
wholesalers use catalogs instead of sales forces to sell products to retail and business buyers. 
Wholesale mail-order houses generally feature cosmetics, specialty foods, sporting goods, 
office supplies, and automotive parts. Mail-order wholesaling enables buyers to choose and 
order particular catalog items for delivery through UPS, the U.S. Postal Service, or other car- 
riers. [his is a convenient and effective method of selling small items to customers in remote 
areas that other wholesalers might find unprofitable to serve. The Internet has provided an 
opportunity for mail-order wholesalers to sell products over their own websites and have the 
products shipped by the manufacturers. 


Agents and Brokers 


Agents and brokers negotiate purchases and expedite sales but do not take title to products 
(see Figure 15.2). Sometimes called functional middlemen, they perform a limited number of 
services in exchange for a commission, which generally is based on the product’s selling price. 
Agents represent either buyers or sellers on a permanent basis, whereas brokers are interme- 
diaries that buyers or sellers employ temporarily. 

Although agents and brokers perform even fewer functions than limited-service 
wholesalers, they are usually specialists in particular products or types of customers and 
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can provide valuable sales expertise. They know their markets well and often form long- 
lasting associations with customers. Agents and brokers enable manufacturers to expand 
sales when resources are limited, benefit from the services of a trained sales force, and hold 
down personal selling costs. Table 15.4 summarizes the services provided by agents and 
brokers. 

Manufacturers’ agents, which account for more than half of all agent wholesalers, are 
independent intermediaries that represent two or more sellers and usually offer customers 
complete product lines. They sell and take orders year-round, much as a manufacturer's sales 
force does. Restricted to a particular territory, a manufacturer’s agent handles noncompeting 
and complementary products. The relationship between the agent and the manufacturer is 
governed by written contracts that outline territories, selling price, order handling, and terms 
of sale relating to delivery, service, and warranties. Manufacturers’ agents have little or no 
control over producers’ pricing and marketing policies. They do not extend credit and may 
be unable to provide technical advice. Manufacturers’ agents are commonly used in sales of 
apparel, machinery and equipment, steel, furniture, automotive products, electrical goods, 
and certain food items. 

Selling agents market either all of a specified product line or a manufacturer's entire 
output. They perform every wholesaling activity except taking title to products. Selling 
agents usually assume the sales function for several producers simultaneously and are used 
often in place of marketing departments. In fact, selling agents are used most often by 
small producers or by manufacturers that have difficulty maintaining a marketing depart- 
ment because of seasonal production or other factors. In contrast to manufacturers’ agents, 
selling agents generally have no territorial limits and have complete authority over prices, 
promotion, and distribution. To avoid conflicts of interest, selling agents represent non- 
competing product lines. They play a key role in advertising, marketing research, and 
credit policies of the sellers they represent, at times even advising on product development 
and packaging. 

Commission merchants receive goods on consignment from local sellers and negoti- 
ate sales in large, central markets. Sometimes called factor merchants, these agents have 
broad powers regarding prices and terms of sale. They specialize in obtaining the best 
price possible under market conditions. Most often found in agricultural marketing, 
commission merchants take possession of truckloads of commodities, arrange for neces- 
sary grading or storage, and transport the commodities to auction or markets where they 
are sold. When sales are completed, the agents deduct commission and the expense of 


Services that Agents and Brokers Provide = 


Manufacturers’ Selling Commission y 
Agents Agents Merchants Brokers . 
a Physical possession of merchandise as hse 7 No | 
e Long-term relationship with buyers or sellers | Yes (a She No / 
Representation of competing product lines C= ia Shes | Yes : 
i Limited geographic territory Yes ie 5s Sie No 
Balivery of merchandise to customers Some No 
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making the sale and then turn over profits to the producer. Commission merchants also 
ofter planning assistance and sometimes extend credit but usually do not provide promo- 
tional support. 

A broker’s primary purpose is to bring buyers and sellers together. Thus, brokers 
perform fewer functions than other intermediaries. They are not involved in financing or 
physical possession, have no authority to set prices, and assume almost no risks. Instead, 
they offer customers specialized knowledge of a particular commodity and a network of 
established contacts. Brokers are especially useful to sellers of certain types of products, such 
as supermarket products and real estate. Food brokers, for example, sell food and general 
merchandise to retailer-owned and merchant wholesalers, grocery chains, food processors, 
and business buyers. 


Manufacturers’ Sales Branches and Offices 


Sometimes called manufacturers wholesalers, manufacturers sales branches and offices 
resemble merchant wholesalers’ operations. Sales branches are manufacturer-owned 
intermediaries that sell products and provide support services to the manufacturer’s 
sales force. Situated away from the manufacturing plant, they are usually located where 
large customers are concentrated and demand is high. They offer credit, deliver goods, 
give promotional assistance, and furnish other services. Customers include retailers, 
business buyers, and other wholesalers. Manufacturers of electrical supplies, such as 
Westinghouse Electric, and of plumbing supplies, such as American Standard, often 
have branch operations. They are also common in the lumber and automotive parts 
industries. 

Sales offices are manufacturer-owned operations that provide services normally associ- 
ated with agents. Like sales branches, they are located away from manufacturing plants, but 
unlike sales branches, they carry no inventory. A manufacturer's sales office (or branch) may 
sell products that enhance the manufacturer's own product line. 

Manufacturers may set up these branches or offices to reach their customers more effec- 
tively by performing wholesaling functions themselves. A manufacturer also may set up such 
a facility when specialized wholesaling services are not available through existing intermediar- 
ies. A manufacturer's performance of wholesaling and physical distribution activities through 
its sales branch or office may strengthen supply-chain efficiency. In some situations, though, 
a manufacturer may bypass its sales office or branches entirely—for example, if the producer 
decides to serve large retailer customers directly. 


CHAPTER REVIEW 


Understand the purpose and function of 
retailers in the marketing channel. 


Retailing includes all transactions in which buy- 
ers intend to consume products through personal, 
family, or household use. Retailers, organizations 
that sell products primarily to ultimate consum- 
ers, are important links in the marketing channel 
because they are both marketers for and custom- 
ers of wholesalers and producers. Retailers add 
value, provide services, and assist in making prod- 
uct selections. 


Identify the major types of retailers. 


Retail stores can be classified according to the 
breadth of products offered. Two broad catego- 
ries are general merchandise retailers and specialty 
retailers. The primary types of general merchan- 
dise retailers include department stores, which 
are large retail organizations organized by depart- 
ments and characterized by wide product mixes 
in considerable depth; discount stores, which 
are self-service, low-price, general merchandise 
outlets; convenience stores, which are small self- 
service stores that are open long hours and carry 
a narrow assortment of products, usually con- 
venience items; supermarkets, which are large 
self-service food stores that carry some nonfood 
products; superstores, which are giant retail out- 
lets that carry all the products found in super- 
markets and most consumer products purchased 
on a routine basis; hypermarkets, which offer 
supermarket and discount store shopping at one 
location; warehouse clubs, which are large-scale, 
members-only discount operations; and ware- 
house and catalog showrooms, which are low-cost 
operations characterized by warehouse methods 
of materials handling and display, large invento- 
ries, and minimal services. 


Specialty retailers offer substantial assortments 
in a few product lines. They include traditional 
specialty retailers, which carry narrow product 
mixes with deep product lines; category killers, 
large specialty stores that concentrate on a major 
product category and compete on the basis of low 
prices and enormous product availability; and 
off-price retailers, which sell brand name manu- 
facturers’ seconds and product overruns at deep 
discounts. 
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Explore strategic issues in retailing. 


To increase sales and store patronage, retailers 
must consider strategic issues. Location deter- 
mines the trading area from which a store draws 
its customers and should be evaluated carefully. 
When evaluating potential sites, retailers take into 
account a variety of factors, including the loca- 
tion of the firm’s target market within the trad- 
ing area, kinds of products sold, availability of 
public transportation, customer characteristics, 
and competitors’ locations. Retailers can choose 
among several types of locations, including free- 
standing structures, traditional business districts, 
traditional planned shopping centers (neighbor- 
hood, community, regional, and superregional), 
or nontraditional shopping centers (lifestyle, 
power, and outlet). 


Retail positioning involves identifying an 
unserved or underserved market segment and 
serving it through a strategy that distinguishes the 
retailer from others in those customers’ minds. 
Store image, which various customers perceive 
differently, derives not only from atmospherics 
but also from location, products offered, cus- 
tomer services, prices, promotion, and the store’s 
overall reputation. Atmospherics refers to the 
physical elements of a store’s design that can be 
adjusted to appeal to consumers’ emotions and 
thus induce them to buy. Category management 
is a retail strategy of managing groups of similar, 
often substitutable products produced by differ- 
ent manufacturers. 


Recognize the various forms of direct 
marketing and selling. 


Direct marketing is the use of the telephone, 
Internet, and nonpersonal media to communi- 
cate product and organizational information to 
customers, who can then purchase products via 
mail, telephone, or the Internet. Direct market- 
ing is a type of nonstore retailing, the selling of 
goods or services outside the confines of a retail 
facility. Direct marketing may occur through a 
catalog (catalog marketing), advertising (direct 
response marketing), telephone (telemarketing), 
television (television home shopping), or online 
(online retailing). Two other types of non- 
store retailing are direct selling and automatic 
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vending. Direct selling is the marketing of prod- 
ucts to ultimate consumers through face-to-face 
sales presentations at home or in the workplace. 
Automatic vending is the use of machines to 
dispense products. 


Examine franchising and its benefits and 
weaknesses. 


Franchising is an arrangement in which a supplier 
grants a dealer the right to sell products in exchange 
for some type of consideration. Franchise arrange- 
ments have a number of advantages and disadvan- 
tages over traditional business forms, and their use 
is increasing. 


Understand the nature and functions of 
wholesaling. 


Wholesaling consists of all transactions in which 
products are bought for resale, making other prod- 
ucts, or general business operations. Wholesalers 
are individuals or organizations that facilitate and 
expedite exchanges that are primarily wholesale 
transactions. For producers, wholesalers are a 
source of financial assistance and information; by 
performing specialized accumulation and alloca- 
tion functions, they allow producers to concen- 
trate on manufacturing products. Wholesalers 
provide retailers with buying expertise, wide 
product lines, efficient distribution, and ware- 
housing and storage. 


Understand how wholesalers 
are classified. 


Merchant wholesalers are independently owned 
businesses that take title to goods and assume 
ownership risks. They are either full-service 
wholesalers, offering the widest possible range of 
wholesaling functions, or limited-service whole- 
salers, providing only some marketing services 
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and specializing in a few functions. Full-service 
merchant wholesalers include general-merchandise 
wholesalers, which offer a wide but relatively shal- 
low product mix; limited-line wholesalers, which 
offer extensive assortments within a few product 
lines; specialty-line wholesalers, which carry only 
a single product line or a few items within a line; 
and rack jobbers, which own and service display 
racks in supermarkets and other stores. Limited- 
service merchant wholesalers include cash-and- 
carry wholesalers, which sell to small businesses, 
require payment in cash, and do not deliver; truck 
wholesalers, which sell a limited line of products 
from their own trucks directly to customers; drop 
shippers, which own goods and negotiate sales but 
never take possession of products; and mail-order 
wholesalers, which sell to retail and business buy- 
ers through direct-mail catalogs. 


Agents and brokers negotiate purchases and expe- 
dite sales in exchange for a commission, but they 
do not take title to products. Usually specializing 
in certain products, they can provide valuable 
sales expertise. Whereas agents represent buyers or 
sellers on a permanent basis, brokers are interme- 
diaries that buyers and sellers employ on a tempo- 
rary basis to negotiate exchanges. Manufacturers’ 
agents offer customers the complete product 
lines of two or more sellers. Selling agents mar- 
ket a complete product line or a producer’s entire 
output and perform every wholesaling function 
except taking title to products. Commission 
merchants are agents that receive goods on con- 
signment from local sellers and negotiate sales in 
large, central markets. 


Manufacturers’ sales branches and offices are 
owned by manufacturers. Sales branches sell prod- 
ucts and provide support services for the manu- 
facturer’s sales force in a given location. Sales 
offices carry no inventory and function much as 
agents do. 
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ISSUES FOR DISCUSSION AND REVIEW 


1. What value is added to a product by retailers? What 
value is added by retailers for producers and ulti- 
mate consumers? 


8. If you were opening a retail business, would you 
prefer to open an independent store or own a store 
under a franchise arrangement? Explain your pref- 


. r : erence. 
2. What are the major differences between discount 
stores and department stores? 9. What services do wholesalers provide to producers 


ae and retailers? 
3. In what ways are traditional specialty stores and 


off-price retailers similar? How do they differ? 10. What is the difference between a full-service mer- 
chant wholesaler and a limited-service merchant 


4. What major issues should be considered when 
wholesaler? 


determining a retail site location? 

11. Drop shippers take title to products but do not 
accept physical possession of them, whereas com- 
mission merchants take physical possession of prod- 
ucts but do not accept title. Defend the logic of 
classifying drop shippers as merchant wholesalers 
and commission merchants as agents. 


5. Describe the three major types of traditional 
shopping centers. Give an example of each type in 
your area. 


6. Discuss the major factors that help to determine 
a retail store’s image. How does atmosphere add 


value to products sold in a store? 
P 12. Why are manufacturers’ sales offices and branches 


How is door-to-door selling a form of retailing? 
Some consumers believe that direct-response orders 
bypass the retailer. Is this true? 


classified as wholesalers? Which independent 
wholesalers are replaced by manufacturers’ sales 
branches? By sales offices? 
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MARKETING APPLICATIONS 


1. Juanita wants to open a small retail store that spe- 


cializes in high-quality, high-priced children’s 
clothing. What types of competitors should she be 
concerned about in this competitive retail environ- 


ment? Why? 


. Location of retail outlets is an issue in strategic plan- 


ning. What initial steps would you recommend to 
Juanita (see Marketing Application 1) when she 
considers a location for her store? 


. Visit a retail store you shop in regularly or one in 


which you would like to shop. Identify the store, 
and describe its atmospherics. Be specific about 
both exterior and interior elements, and indicate 
how the store is being positioned through its use of 
atmospherics. 


. Contact a local retailer you patronize, and ask the 


store manager to describe the store’s relationship 
with one of its wholesalers. Using your text as a 


guide, identify the distribution activities performed 
by the wholesaler. Are any of these activities shared 
by both the retailer and the wholesaler? How do 
these activities benefit the retailer? How do they 
benefit you as a consumer? 


ONLINE EXERCISE 


5. Walmart provides a website where customers can 


shop for products, search for a nearby store, and 

even preorder new products. The website lets 

browsers see what is on sale and view company 

information. Access Walmart’s company website at 

www.walmart.com. 

a. How does Walmart attempt to position itself 
on its website? 

b. Compare the atmospherics of Walmart’s 
website to the atmospherics of a traditional 
Walmart store. Are they consistent? If not, 


should they be? 


DEVELOPING YOUR MARKETING PLAN 


Distribution decisions in the marketing plan entail the 
movement of your product from the producer until it 


reaches the final consumer. An understanding of how 
and where your customer prefers to purchase products 
is critical to the development of the marketing plan. As 
you apply the information in this chapter to your plan, 
focus on the following issues: 


IK 


Considering your product’s attributes and your 
target market’s (or markets’) buying behavior, will 
your product likely be sold to the ultimate customer 
or to another member of the marketing channel? 


If your product will be sold to the ultimate cus- 
tomer, what type of retailing establishment is most 
suitable to your product? Consider the product’s 
characteristics and your target market’s buying 


behavior. Refer to Table 15.1 for retailer types. 


3: 


Discuss how the characteristics of the retail estab- 
lishment, such as location and store image, have 
an impact on the consumer’s perception of your 
product. 


Are direct marketing or direct selling methods 
appropriate for your product and target market? 


If your product will be sold to another member in 
the marketing channel, discuss whether a merchant 
wholesaler, agent, or broker is most suitable as your 
channel customer. 


The information obtained from these questions 


should assist you in developing various aspects of your 
marketing plan found in the /nteractive Marketing Plan 
exercise at www.cengagebrain.com. 


VIDEO CASE 


CLIMB HIGHER 


One of the original outdoor specialty retailers, Eastern Mountain 
Sports (EMS), was founded by two Massachusetts-based rock 
climbers, Alan McDonough and Roger Furst, in 1967. Their ven- 
ture emerged out of frustration when trying to purchase suitable 
ice-climbing axes within the United States. They saw a market 
need and decided to fill it themselves. 


Shortly after opening their retail outlet, McDonough and Furst 
also opened the first mountain-climbing school in the United 
States, the Eastern Mountain Sports Rock Climbing School. From 
that first location, the school grew and now has five locations 
and eight East Coast satellite schools, making it not only the old- 
est but also the largest climbing school in the country. Since their 
foundation, the retail store and the school have worked hand- 
in-glove by teaching people how to be expert climbers and then 
selling them the gear they will need to pursue the sport. 


McDonough and Furst were never committed to being business- 
men, and after a decade of running EMS, they sold it in 1979. 
Over the next 15 years, EMS changed owners several times 
before landing under the ownership of a management team led 
by Eastern Mountain Sports CEO Will Manzer in 2004. 


With dozens of stores in 16 states, the turnover in ownership 
didn’t stunt the company’s growth, but it did have an impact on 
its original vision—equipping the extreme-sport enthusiast—and 
subsequently resulted in some financial turbulence. Under the 
various owners succeeding McDonough and Furst, EMS began to 
transition toward more mainstream gear, including items such as 
everyday backpacks. By 2003, when Manzer took over, the com- 
pany had become a “Gap with climbing ropes,” as he described 

it. In his view, EMS had no real distinguishing characteristics and 
stocked the same equipment offered by numerous other chains. 


Manzer was determined to take the company back to its roots of 
serving climbers, hikers, bikers, and other extreme-lifestyle seek- 
ers. Although some people thought this would be risky, the goal 
was to help EMS regain its focus and earn the loyalty of its original 
target market. Manzer hoped to differentiate the company from 
the competition by becoming the go-to place for the best gear. 


As a result, EMS has become the company that will stock $1,400 
sea kayaks with ergonomic foot contours and waterproof storage 
areas. It may sell only a few, but hardcore outdoor enthusiasts 
know that they can go to EMS and always find what they need. 


PART 6: DISTRIBUTION DECISIONS 


EASTERN MounralIN Sports Is PoIsED TO 


EMS's online retailing operations bring in significant revenue, 
which is why it has taken steps to ensure that its website and 
customer service are top-notch. The company also uses busi- 
ness intelligence software to track consumer preferences and 
get a better idea of what consumers at each location would 
like and in what quantity. Everyone from the CEO down toa 
store manager has access to the same data, making it easier to 
see which products and promotions are successful in order to 
better create successful promotions, store layouts, and stock 
decisions. 


With high-tech software support and a renewed focus on target 
market, EMS’s success has climbed despite increasingly difficult 
economic times. In fact, the chain’s locations now span the 
Eastern seaboard, from Maine to Virginia, although the web- 
site gives EMS a national presence. New store locations have 
extended product lines, including a revised design meant to 
appeal to young consumers and features like custom bike shops 
with around-the-clock technicians. Highlighting bike offerings is 
a strategy that is paying off in times when people are searching 
for cheap means of transportation. 


These days, the company is still opening new stores, but it’s also 
moving out of shopping centers as older leases come up for 
renewal. It now prefers 15,000-square-foot free-standing stores 
located in lifestyle shopping centers or urban centers, ideally in 
or near areas where people enjoy outdoor activities. The reces- 
sion hurt the entire retail industry, and EMS was no exception, 
so it has been keeping a close eye on expenses as the economy 
improves. The retailer is also boosting profit margins by stocking 
more private-branded products. Given EMS’s renewed focus on 
core customers, and its most recent decisions about choosing 
retail locations, the company is poised to climb even higher in 
the coming years.” 


QUESTIONS FOR DISCUSSION 


1. What changes occurred at EMS that caused the company to 
lose its unique retail position? 


2. Evaluate the CEO’s decision to take the company back to its 
roots. 


3. | Why would EMS prefer to open ina lifestyle shopping center 
rather than a regional shopping center? Do you agree with 
this retail location decision? Explain your answer. 


PART 7 


PROMOTION 
DECISIONS 


Part 7 focuses on communication with target market members and, at times, other 
groups. A specific marketing mix cannot satisfy people in a particular target market 
unless they are aware of the product and know where to find it. Some promotion 
decisions relate to a specific marketing mix; others are geared toward promoting the 
entire organization. Chapter 16 discusses integrated marketing communications. It 
describes the communication process and the major promotional methods that can 
be included in promotion mixes. Chapter 17 analyzes the major steps in developing an 
advertising campaign. It also explains what public relations is and how it can be used. 
Chapter 18 deals with personal selling and the role it can play in a firm’s promotional 
efforts. This chapter also explores the general characteristics of sales promotion and 
describes sales promotion techniques. 
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CHAPTER 16 


Integrated 
Marketing 
Communications 


OBLEC TIVES: 


1 Describe the nature of 


integrated marketing Procter & Gamble Combines Advertising 


communications. 
with ial Media 
2 Examine the process of th Soc 


ication. 
Se Ay eke Procter & Gamble (P&G), the producer of products like Tide and Oil of Olay, 


3 Understand the role and has sponsored more than 20 soap operas since the 1930s. These radio and 
objectives of promotion. television serials helped bring P&G in touch with its key female demographic. 

4 Explore the elements of S However, times have changed in the last several decades, with more women 
the promotion mix. : filling the workforce, a more equal division of household labor, and more 

5 Examine the selection of women leading busy lives. To reconnect its products with these critical con- 
promotion mix elements. . sumers, P&G has moved from serials to social media. 

& Understand word-of- : P&G spends more on advertising than any other global company. Yet, 
mouth communication me thanks to social media, the company has reduced expenses. For example, 
and how it affects 2 P&G launched the “Smell like a Man, Man” Old Spice campaign starring bare- 
promotion. : chested former NFL receiver Isaiah Mustafa. Although the company ran stan- 

7 Understand product . dard commercials, the campaign really took flight when its YouTube videos 
placement promotions. : went viral. Following its YouTube success, P&G encouraged its new fans to 

8 Examine criticisms and : pose questions to Mustafa on Twitter. He answered in short videos filled 
defenses of promotion. - with humor. Old Spice YouTube videos have received more than 140 million 


views, and Twitter followers have increased almost 3,000 percent—immense 
exposure for a fraction of the cost. P&G is also using Twitter and Facebook to 
involve consumers in the decision-making process, such as deciding which 
advertisements to air during coverage of the Winter Olympic games. 

Although it still advertises via commercials, P&G now links them with 
conversations on Facebook and Twitter. Not only does this method have a 
far wider reach, but it takes advantage of one of the most effective forms of 
marketing, word-of-mouth communication.’ 
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) rganizations like Procter & Gamble employ a variety of promotional methods to com- 
municate with their target markets. Providing information to customers and other 
stakeholders is vital to initiating and developing long-term relationships with them. 

This chapter looks at the general dimensions of promotion. First, we discuss the nature 
of integrated marketing communications. Next, we analyze the meaning and process of com- 
munication. We then define and examine the role of promotion and explore some of the 
reasons promotion is used. Then we consider major promotional methods and the factors 
that influence marketers’ decisions to use particular methods. Next, we explain the positive 
and negative effects of personal and electronic word-of-mouth communication. Finally, we 
examine criticisms and defenses of promotion. 


The Nature of Integrated Marketing 
Communications 


Integrated marketing communications refer to the coordination of promotion and other 
marketing efforts to ensure maximum informational and persuasive impact on customers. 
Coordinating multiple marketing tools to produce this synergistic effect requires a marketer to 
employ a broad perspective. A major goal of integrated marketing communications is to send a 
consistent message to customers. For a number of years, Major League Baseball has been strug- 
gling with image issues due to steroid scandals and other controversies. To create a more family- 
friendly image, when the San Diego Padres constructed their new stadium, they partnered with 
Petco by selling the nationally recognized company naming rights to the stadium. The team 
has also created a Junior Padres membership program for children. Members get discounts to 
Padres-related events, the chance to win prizes, and an invitation to the Junior Padres Field Day.’ 

Because various units both inside and outside most companies have traditionally planned 


and implemented promotional efforts, customers have not always received consistent messages. 
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Integrated Marketing 
Communication 

Red Bull uses several marketing 
communication tools, such as 
events and sponsorships, in 

an attempt to maximize its 
informational and persuasive 
impact. 
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Integrated marketing communications allow an organization to coordinate and manage its pro- 
motional efforts to transmit consistent messages. Integrated marketing communications also 
enable synchronization of promotion elements and can improve the efficiency and effectiveness 
of promotion budgets. Thus, this approach fosters not only long-term customer relationships 
but also the efficient use of promotional resources. 

The concept of integrated marketing communications has been increasingly accepted for 
several reasons. Mass media advertising, a very popular promotional method in the past, is 
used less frequently today because of its high cost and lower effectiveness in reaching some 
target markets. Marketers can now take advantage of more precisely targeted promotional 
tools, such as cable TV, direct mail, the Internet, special-interest magazines, DVDs, cell 
phones, and even iPods. Database marketing is also allowing marketers to more precisely 
target individual customers. Until recently, suppliers of marketing communications were 
specialists. Advertising agencies provided advertising campaigns, sales promotion compa- 
nies provided sales promotion activities and materials, and public relations organizations 
engaged in publicity efforts. Today, a number of promotion-related companies provide one- 
stop shopping for the client seeking advertising, sales promotion, and public relations, thus 
reducing coordination problems for the sponsoring company. Because the overall cost of 
marketing communications has risen significantly, upper management demands systematic 
evaluations of communication efforts and a reasonable return on investment. 

The specific communication vehicles employed and the precision with which they are 
used are changing as both information technology and customer interests become increas- 
ingly dynamic. For example, companies can run short advertisements during broadcasts of 
TV shows and other videos that users can watch on their cell phones. Some companies are 
creating their own branded content to exploit the many vehicles through which consumers 
obtain information. For instance, in its quest to reposition its brand, Radio Shack launched 
The Shack platform. As part of this creative platform, Radio Shack formed a bicycle racing 
team called Team RadioShack consisting of professional cyclists from 15 nationalities. 

Today, marketers and customers have almost unlimited access to data about each other. 
Integrating and customizing marketing communications while protecting customer privacy 
has become a major challenge. Through digital media, companies can provide product infor- 
mation and services that are coordinated with traditional promotional activities. In fact, 
gathering information about goods and services is one of the main reasons people use the 
Internet. This has made the Internet a lucrative channel for advertisers. Marketers spent 
approximately $3 billion on social media advertising in 2011.‘ College students in particu- 
lar say they are influenced by Internet ads when buying online or just researching product 
purchases. The sharing of information and use of technology to facilitate communication 
between buyers and sellers are essential for successful customer relationship management. 


Promotion and the Communication 
Process 


Communication is essentially the transmission of information. For communication to take 
place, both the sender and receiver of information must share some common ground. They 
must have a common understanding of the symbols, words, and pictures used to transmit 
information. An individual transmitting the following message may believe he or she is com- 
municating with you: 
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However, communication has not taken place if you don't understand the language in 
which the message is written. Thus, we define communication as a sharing of meaning. 
Implicit in this definition is the notion of transmission of information because sharing neces- 
sitates transmission. 

As Figure 16.1 shows, communication begins with a source. A source is a person, group, 
or organization with a meaning it attempts to share with an audience. A source could be a 
salesperson wishing to communicate a sales message or an organization wanting to send a 
message to thousands of customers through an advertisement. Developing a strategy can 
enhance the effectiveness of the source’s communication. For example, a strategy in which a 
salesperson attempts to influence a customer's decision by eliminating competitive products 
from consideration has been found to be effective. A receiver is the individual, group, or 
organization that decodes a coded message, and an audience is two or more receivers. 

‘To transmit meaning, a source must convert the meaning into a series of signs or symbols 
representing ideas or concepts. This is called the coding process, or encoding. When coding 
meaning into a message, the source must consider certain characteristics of the receiver or 
audience. To share meaning, the source should use signs or symbols familiar to the receiver or 
audience. Research has shown that persuasive messages from a source are more effective when 
the appeal matches an individual’s personality.? Marketers that understand this realize the 
importance of knowing their target market and ensuring that an advertisement or promo- 
tion uses language the target market understands and depicts behaviors acceptable within the 
culture. For instance, Pepsodent toothpaste was sold in Southeast Asia, promoting its teeth 
whitening capability. The product did not sell well because local natives chew betel nuts to 
blacken their teeth, which is considered more attractive than light teeth. Another example 
involves a U.S. telephone company whose ad campaign failed to reach Latinos with a com- 
mercial that showed a wife telling her husband to call friends and explain that they would 
be arriving late for dinner. First, in general, Latina women do not dictate their husband's 
behavior. Also, it is not customary in Latino cultures to call if you are going to be late for din- 
ner. United Airlines also struggled with a promotion introducing new service to Hong Kong. 
White carnations were handed to passengers when boarding their flight; the advertisers did 
not realize that, in Chinese culture, white flowers are related to bad luck or even death. 
United quickly changed the promotion so that the passengers were given red carnations.° 

When coding a meaning, a source needs to use signs or symbols that the receiver or audi- 
ence uses to refer to the concepts the source intends to convey. Instead of technical jargon, 
explanatory language that helps consumers understand the message is more likely to result 


SLES I. eae 


PART 7: PROMOTION DECISIONS 


in positive attitudes and purchase intentions. Marketers try to 
avoid signs or symbols that may have several meanings for an 
audience. For example, soda as a general term for soft drinks 
may not work well in national advertisements. Although in 
some parts of the United States the word means “soft drink,” in 


GET BIGGIE 
WITH IT. 


other regions it may connote bicarbonate of soda, an ice cream 
drink, or something one mixes with Scotch whiskey. 

To share a coded meaning with the receiver or audience, 
a source selects and uses a communications channel, the 
medium of transmission that carries the coded message from 
the source to the receiver or audience. Transmission media 
include ink on paper, air wave vibrations produced by vocal 
cords, chalk marks on a chalkboard, and digital communica- 
tion. Table 16.1 summarizes the leading communications 
channels from which people obtain information and news. 


When a source chooses an inappropriate communication 
channel, several problems may arise. The coded message may 
reach some receivers, but possibly the wrong receivers. For 
example, dieters who adopt the Atkins low-carbohydrate diet 
are more likely to focus on communications that relate to their 
food concerns, such as “Eat Meat Not Wheat” T-shirts and 


Coding fast-food chain advertisements that communicate information 
The MINI Countryman plays with readers’ understanding of the 


term “biggie” in promoting its larger MINI automobile. 


© 2011 MINI USA, a division of BMW of North America, LLC. All rights reserved. The MINI and BMW trademark 


model names, and logo are registered trademarks. 


about the carbohydrate content of menu items. An advertiser 
that wants to reach this group would need to take this informa- 
tion into account when choosing an appropriate cCommunica- 
tions channel. At the same time, however, these advertisements can easily be adopted by the 
wrong types of receivers—those who want an excuse to eat all the meats and fatty foods they 
want without guilt, which is not the purpose of the Atkins diet. Thus, finding the right mes- 
sages that target the right receivers can be a challenging process. 

Coded messages may also reach intended receivers in incomplete form because the 
intensity of the transmission is weak. For instance, radio and broadcast television signals are 


received effectively only over a limited range, which varies according to climactic conditions. 


TABLE 16.1 Where People Get Their News and Information = 
On atypical day: 
78 percent of Americans from a local TV station 
73 percent from a national network, such as CBS, or a cable TV station, such as CNN or FoxNews 
61 percent from online | 
54 percent from a radio news program at home or in the car 
50 percent from a local newspaper 


17 percent from a national newspaper, such as The New York Times or USA Today 


Source: Kristen Purcell, Lee Rainie, Amy Mitchell, Tom Rosenstiel, Kenny Olmstead, “Understanding the Participatory 
News Consumer,” Pew Internet & American Life Project, March 1, 2010, http://pewinternet.org/-/media//Files/ 
Reports/2010/P!P_Understanding_the_Participatory_News_Consumer.pdf (accessed April 18, 2011). 
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Members of the target audience living on the fringe of the broadcast area may receive a weak 
signal; others well within the broadcast area may also receive an incomplete message if, for 
example, they listen to the radio while driving or studying. 

In the decoding process, signs or symbols are converted into concepts and ideas. Seldom 
does a receiver decode exactly the same meaning the source coded. When the result of decod- 
ing differs from what was coded, noise exists. Noise is anything that reduces the clarity and 
accuracy of the communication; it has many sources and may affect any or all parts of the 
communication process. Noise sometimes arises within the communications channel itself. 
Radio static, poor or slow Internet connections, and laryngitis are sources of noise. Noise also 
occurs when a source uses signs or symbols that are unfamiliar to the receiver or have a mean- 
ing different from the one intended. Noise may also originate in the receiver; a receiver may 
be unaware of a coded message when perceptual processes block it out. 

The receiver's response to a decoded message is feedback to the source. The source usu- 
ally expects and normally receives feedback, although perhaps not immediately. During feed- 
back, the receiver or audience is the source of a message directed toward the original source, 
which then becomes a receiver. Feedback is coded, sent through a communications channel, 
and decoded by the receiver, the source of the original communication. Thus, communica- 
tion is a circular process, as indicated in Figure 16.1. 

During face-to-face communication, such as personal selling and product sampling, ver- 
bal and nonverbal feedback can be immediate. Instant feedback lets communicators adjust 
messages quickly to improve the effectiveness of their communications. For example, when 
a salesperson realizes through feedback that a customer does not understand a sales presenta- 
tion, the salesperson adapts the presentation to make it more meaningful to the customer. 
This is why face-to-face communication is the most adaptive and flexible, especially com- 
pared to digital, web-based, or telephone communications. In interpersonal communication, 
feedback occurs through talking, touching, smiling, nodding, eye movements, and other 
body movements and postures. 

When mass communication such as advertising is used, feedback is often slow and dif- 
ficult to recognize. Also, it may be several years before the effects of this promotion will be 
known. Feedback does exist for mass communication in the form of measures of changes in 
sales volume or in consumers’ attitudes and awareness levels. 

Each communication channel has a limit on the volume of information it can handle 
effectively. This limit, called channel capacity, is determined by the least efficient com- 
ponent of the communication process. Consider communications that depend on speech. 
An individual source can speak only so fast, and there is a limit to how much an individual 
receiver can take in aurally. Beyond that point, additional messages cannot be decoded; thus, 
meaning cannot be shared. Although a radio announcer can read several hundred words 
a minute, a one-minute advertising message should not exceed 150 words, because most 
announcers cannot articulate words into understandable messages at a rate beyond 150 
words per minute. 


The Role and Objectives of 
Promotion 


Promotion is communication that builds and maintains favorable relationships by inform- 
ing and persuading one or more audiences to view an organization positively and to accept 
its products. Toward this end, many organizations spend considerable resources on promo- 
tion to build and enhance relationships with current and potential customers and other 
stakeholders. For example, the price for a 30-second ad spot during Super Bowl XLV was 
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FIGURE 16.2 Information Flows Are Important in: Integrated Marketing Communications - 


PaPpe DBA ak 


Be 


$3 million.’ Marketers also indirectly facilitate favorable relationships by focusing infor- 
mation about company activities and products on interest groups (such as environmental 
and consumer groups), current and potential investors, regulatory agencies, and society in 
general. For instance, some organizations promote responsible use of products criticized by 
society such as tobacco, alcohol, and violent movies. Companies sometimes promote pro- 
grams that help selected groups. The Gap has a Give & Get program that donates 5 percent 
of purchases to nonprofit organizations for up to $2 million. The program has raised more 
than $9 million since its implementation.* Such cause-related marketing links the purchase 
of products to philanthropic efforts for one or more causes. By contributing to causes that 
its target markets support, cause-related marketing can help marketers boost sales and gener- 
ate goodwill. 

For maximum benefit from promotional efforts, marketers strive for proper planning, 
implementation, coordination, and control of communications. Effective management of 
integrated marketing communications is based on information about and feedback from 
customers and the marketing environment, often obtained from an organization’s marketing 
information system (see Figure 16.2). How successfully marketers use promotion to main- 
tain positive relationships depends to some extent on the quantity and quality of information 
the organization receives. Because customers derive information and opinions from many 
different sources, integrated marketing communications planning also takes into account 
informal methods of communication such as word of mouth and independent information 
sources on the Internet. Because promotion is communication that can be managed, we now 
analyze what communication is and how the communication process works. 

Promotional objectives vary considerably from one organization to another and within 
organizations over time. Large firms with multiple promotional programs operating simulta- 
neously may have quite varied promotional objectives. For the purpose of analysis, we focus 
on the eight promotional objectives shown in Table 16.2. Although the list is not exhaustive, 
one or more of these objectives underlie many promotional programs. 


[ABLE 16.2 Possible Objectives of Promotion. __ 


Create awareness Retain loyal customers 


Stimulate demand Facilitate reseller support 


Encourage product trial Combat competitive promotional efforts 


Identify prospects Reduce sales fluctuations 
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CREATE AWARENESS 


A considerable amount of promotion efforts focus on creating aware- 
ness. For an organization that is introducing a new product or a line 
extension, making customers aware of the product is crucial to initiat- 
ing the product adoption process. A marketer that has invested heavily 
in product development strives to create product awareness quickly to 
generate revenues to offset the high costs of product development and 
introduction. To make customers aware of its new hybrid laptop IdeaPad 
U1, Lenovo Group Limited unleashed a prototype at the Consumer 
Electronics Show in Las Vegas months before the product was released.’ 
Creating awareness is important for existing products, too. 
Promotional efforts may aim to increase awareness of brands, prod- 
uct features, image-related issues (such as organizational size or socially 
responsive behavior), or operational characteristics (such as store hours, 
locations, and credit availability). Some promotional programs are 
unsuccessful because marketers fail to generate awareness of critical issues 
among a significant portion of target market members. Other times the 
campaign itself is at fault. Fox experienced this after broadcasting live 
Twitter overlays over reruns of Fringe and Glee. The promotion failed 
because viewers found the overlays to be intrusive and distracting.'° 


STIMULATE DEMAND 


When an organization is the first to introduce an innovative product, reating Awareness 
it tries to stimulate primary demand—demand for a product cat- McDonald's promotes the inclusion of fruit in its 


egory rather than for a specific brand of product—through pioneer children’s meals. 


promotion. Pioneer promotion informs potential customers about 

the product: what it is, what it does, how it can be used, and where it 

can be purchased. Because pioneer promotion is used in the introductory stage of the prod- 
uct life cycle, meaning there are no competing brands, it neither emphasizes brand names 
nor compares brands. When Apple introduced the iPad, it envisioned a product that would 
be different from desktop computers and notebooks and that would be used in and around 
the home for easy access of news, e-mail, entertainment, and a broad diversity of service 
options. The goal was to promote the iPad as a new product, not as a replacement for a prod- 
uct you might already have."! 

To build selective demand, demand for a specific brand, a marketer employs promotional 
efforts that point out the strengths and benefits of a specific brand. Building selective demand 
also requires singling out attributes important to potential buyers. Selective demand can be 
stimulated by differentiating the product from competing brands in the minds of potential buy- 
ers. Selective demand can also be stimulated by increasing the number of product uses and pro- 
moting them through advertising campaigns, as well as through price discounts, free samples, 
coupons, consumer contests and games, and sweepstakes. For example, Nike creates awareness 
for its “Reuse a Shoe” recycling program on its website and within its stores. After shoes are 
returned for recycling, Nike breaks them into three components: (1) rubber soles are turned 
into running tracks, (2) foam midsoles turn into the springy surface for tennis courts, and (3) 
fabric uppers become padding for basketball courts. Since 1990, Nike has recycled more than 
25 million pairs of shoes. Nike's commitment to environmental issues can stimulate selective 
demand for athletic shoes.'? Promotions for large package sizes or multiple-product packages 
are directed at increasing consumption, which in turn can stimulate demand. In addition, selec- 
tive demand can be stimulated by encouraging existing customers to use more of the product. 
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ENCOURAGE PropuctT [RIAL 


When attempting to move customers through the 
product adoption process, a marketer may successfully 
create awareness and interest, but customers may stall 
during the evaluation stage. In this case, certain types 
of promotion—such as free samples; coupons; test 
drives; or limited free-use offers, contests, and games— 
are employed to encourage product trial. For instance, 
many software companies offer free 30-day trials of their 
software. Whether a marketer’s product is the first in a 
new product category, a new brand in an existing cat- 
egory, or simply an existing brand seeking customers, 
trial-inducing promotional efforts aim to make product 
trial convenient and low risk for potential customers. 


Retailer Online Review _ Social Blogs 


Website Websites Media IDENTIFY PROSPECTS 


Source: AMP Agency, “Inside the Buy.” Information taken from AMP Agency's Consumer Shopping Survey Certain types of promotional effor ts aim to identify cus 


“Inside the Buy'” Reveals Modern Consumers Lack True Brand Loyalty,” MSNBC, February 7, 2011, tomers who are interested in the firm’s product and are 
www.msnbce.msn.com/id/41456910/ns/business-press_releases/ (accessed July 6, 2011) 


most likely to buy it. A marketer may use a magazine 
advertisement with a direct-response information form, requesting the reader to complete 
and mail in the form to receive additional information. Some advertisements have toll-free 
numbers to facilitate direct customer response. Customers who fill out information blanks 
or call the organization usually have higher interest in the product, which makes them likely 
sales prospects. The organization can respond with phone calls, follow-up letters, or personal 
contact by salespeople. 


RETAIN LoyAL CUSTOMERS 


Clearly, maintaining long-term customer relationships is a major goal of most marketers. 
Such relationships are quite valuable. Promotional efforts directed at customer retention 
can help an organization control its costs because the costs of retaining Customers are usu- 
ally considerably lower than those of acquiring new ones. Frequent-user programs, such as 
those sponsored by airlines, car rental agencies, and hotels, aim to reward loyal customers 
and encourage them to remain loyal. Regal Entertainment, for example, introduced the Regal 
Crown Club. Membership entitles consumers to earn points that can be used for free mov- 
ies, popcorn, or beverages at a Regal Cinema.'* Some organizations employ special offers that 
only their existing customers can use. To retain loyal customers, marketers not only advertise 
loyalty programs but also use reinforcement advertising, which assures current users they have 
made the right brand choice and tells them how to get the most satisfaction from the product. 


FACILITATE RESELLER SUPPORT 


Reseller support is a two-way street: producers generally want to provide support to resellers to 
maintain sound working relationships, and in turn they expect resellers to support their prod- 
ucts. When a manufacturer advertises a product to consumers, resellers should view this promo- 
tion as a form of strong manufacturer support. In some instances, a producer agrees to pay a 
certain proportion of retailers’ advertising expenses for promoting its products. When a manu- 
facturer is introducing a new consumer brand in a highly competitive product category, it may 
be difficult to persuade supermarket managers to carry this brand. However, if the manufacturer 


CHAPTER 16: INTEGRATED MARKETING COMMUNICATIONS 


promotes the new brand with free samples and coupon dis- 
tribution in the retailer's area, a supermarket manager views 
these actions as strong support and is much more likely to 
handle the product. To encourage wholesalers and retailers 
to increase their inventories of its products, a manufacturer 
may provide them with special offers and buying allowances. 
In certain industries, a producer’s salesperson may provide 
support to a wholesaler by working with the wholesaler’s cus- 
tomers (retailers) in the presentation and promotion of the 
products. Strong relationships with resellers are important to 
a firm's ability to maintain a sustainable competitive advan- 
tage. The use of various promotional methods can help an 
organization achieve this goal. 


ComBAT COMPETITIVE 
PROMOTIONAL EFFORTS 


At times, a marketer's objective in using promotion is to 
offset or lessen the effect of a competitor’s promotional 
or marketing programs. This type of promotional activity 
does not necessarily increase the organization’s sales or mar- 
ket share, but it may prevent a sales or market share loss. 
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A combative promotional objective is used most often by 
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Retaining Loyal Customers 
as the fast-food and automobile industries. When airlines Credit card companies often establish reward programs and 
introduced fees to customers for checking in their bags, other benefits in an attempt to retain loyal customers. 


Southwest Airlines began heavy promotion of its “bags fly 
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firms in extremely competitive consumer markets, such 


free” campaign. Southwest does not charge for the first or 

second bag checked, while competitors charge up to $120 round trip for checking two bags. 
JetBlue, which does not charge for the first bag, has since joined Southwest in criticizing rivals’ 
fees with its “You Above All” ads.'* While Southwest has a competitive pricing advantage, it is 
not unusual for competitors to respond with a counter-pricing strategy or even match a com- 
petitor'’s pricing. 


REDUCE SALES FLUCTUATIONS 


Demand for many products varies from one month to another because of such factors as cli- 
mate, holidays, and seasons. A business, however, cannot operate at peak efficiency when sales 
fluctuate rapidly. Changes in sales volume translate into changes in production, inventory 
levels, personnel needs, and financial resources. When promotional techniques reduce fluc- 
tuations by generating sales during slow periods, a firm can use its resources more efficiently. 

Promotional techniques are often designed to stimulate sales during sales slumps. For 
example, advertisements promoting price reductions of lawn-care equipment can increase sales 
during fall and winter months. During peak periods, a marketer may refrain from advertising 
to prevent stimulating sales to the point at which the firm cannot handle all of the demand. 
On occasion, a company advertises that customers can be better served by coming in on cer- 
tain days. A pizza outlet, for example, might distribute coupons that are valid only Monday 
through Thursday because on Friday through Sunday the restaurant is extremely busy. 

To achieve the major objectives of promotion discussed here, companies must develop 
appropriate promotional programs. In the next section, we consider the basic components of 
such programs: the promotion mix elements. : 


motion mix 
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The Promotion Mtx 


Several promotional methods can be used to communicate with individuals, groups, and orga- 
nizations. When an organization combines specific methods to manage the integrated market- 
ing communications for a particular product, that combination constitutes the promotion 
mix for that product. The four possible elements of a promotion mix are advertising, personal 
selling, public relations, and sales promotion (see Figure 16.3). For some products, firms use 
all four elements; for others, they use only two or three. In this section, we provide an overview 
of each promotion mix element; they are covered in greater detail in the next two chapters. 


ADVERTISING 


Advertising is a paid nonpersonal communication about an organization and its prod- 
ucts transmitted to a target audience through mass media, including television, radio, the 
Internet, newspapers, magazines, video games, direct mail, outdoor displays, and signs on 
mass transit vehicles. Advertising is changing as consumers’ mass media consumption habits 
are changing. Companies are striving to maximize their presence and impact through digital 
media; ads are being designed that cater to smaller, more personalized audiences; and tra- 
ditional media such as newspapers are in a decline due to a drop in readership. Individuals 
and organizations use advertising to promote goods, services, ideas, issues, and people. Being 
highly flexible, advertising can reach an extremely large target audience or focus on a small, 
precisely defined segment. For instance, Burger King’s advertising focuses on a large audience 
of potential fast-food customers, ranging from children to adults, whereas advertising for 
Gulfstream jets aims at a much smaller and more specialized target market. 

Advertising offers several benefits. It is extremely cost-efficient when it reaches a vast 
number of people at a low cost per person. For example, the cost of a four-color, full-page 
advertisement in the national edition of Time magazine costs $301,900. With a circulation 
of more than 3,300,000, this makes the cost of reaching roughly a thousand subscribers 
$91.00.” Advertising also lets the source repeat the message several times. Subway credits 
its promotional and advertising success to a catchy theme and heavy repetition of its “$5.00 
footlong” sub sandwich campaign. Furthermore, advertising a product a certain way can add 
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to the product’s value, and the visibility an organization gains 
from advertising can enhance its image. For instance, research BE COMFORTABLE 
IN YOUR OWN SKIN, 
AND LET ANIMALS 
KEEP THEIRS. 


suggests that incorporating touchable elements that generate a 
positive sensory feedback in mail and print advertising can be 
a positive persuasive tool.'® At times, a firm tries to enhance its 
own or its product's image by including celebrity endorsers in CHESTER 
advertisements. For example, Best Buy launched a Super Bowl FOR Pe 
advertisement featuring Sharon Osbourne, Justin Bieber, and Sh oss 
Ozzy Osbourne to promote its 4G service.'” ae 
Advertising has disadvantages as well. Even though the cost 
per person reached may be low, the absolute dollar outlay can be 
extremely high, especially for commercials during popular tele- 
vision shows. High costs can limit, and sometimes preclude, use 
of advertising in a promotion mix. Moreover, advertising rarely 
provides rapid feedback. Measuring its effect on sales is diffi- 


cult, and it is ordinarily less persuasive than personal selling. In 


most instances, the time available to communicate a message to 
customers is limited to seconds, because people look at a print 
advertisement for only a few seconds, and most broadcast com- 
mercials are 30 seconds or less. Of course, the use of infomer- 
cials can increase exposure time for viewers. 


PERSONAL SELLING 


Personal selling is a paid personal communication that seeks 


Courtesy of People for the Ethical Treatment of Animals. PETA.org. 


Advertising Aimed at Prevention 
PETA advertises to encourage consumers to avoid purchasing 
preted broadly to encompass acceptance of ideas and issues. animal-fur clothing. 
Telemarketing relies heavily on personal selling. However, nega- 

tive consumer attitudes and legislation restricting telemarketing 

have lessened its effectiveness as a personal selling technique. 

Personal selling has both advantages and limitations when compared with advertising. 
Advertising is general communication aimed at a relatively large target audience, whereas 
personal selling involves more specific communication directed at one or several individuals. 
Reaching one person through personal selling costs considerably more than through advertis- 
ing, but personal selling efforts often have greater impact on customers. Personal selling also 
provides immediate feedback, allowing marketers to adjust their messages to improve com- 
munication. It helps them determine and respond to customers’ information needs. 

When a salesperson and a customer meet face-to-face, they use several types of interper- 
sonal communication. The predominant communication form is language, both spoken and 
written. A salesperson and customer frequently use kinesic communication, or communica- 
tion through the movement of head, eyes, arms, hands, legs, or torso. Winking, head nod- 
ding, hand gestures, and arm motions are forms of kinesic communication. A good salesper- 
son often can evaluate a prospect's interest in a product or presentation by noting eye contact 
and head nodding. Proxemic communication, a less obvious form of communication used 
in personal selling situations, occurs when either person varies the physical distance separat- 
ing them. When a customer backs away from a salesperson, for example, he or she may be 
displaying a lack of interest in the product or expressing dislike for the salesperson. Touching, ; 
or tactile communication, is also a form of communication, although less popular in the tac communicati 
United States than in many other countries. Handshaking is a common form of tactile com- 
munication both in the United States and elsewhere. 


to inform customers and persuade them to purchase products 
in an exchange situation. The phrase purchase products is inter- 
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Guerilla Marketing Technique Clashes 


with City Officials 


uerilla marketers have a new technique to get the 

attention of consumers: sidewalk ads. Companies 

are using chalk, paint, and stencils to advertise their 
logos and messages on city sidewalks. This method has out- 
raged some city officials, who view it as vandalism. Offenders 
include Microsoft, Zynga, and Levi's. Some cities are imposing 
fines or arresting individuals engaging in this “sidewalk graf- 
fiti.” According to city officials, when on public property this 
graffiti can cost thousands of dollars to clean up. On the other 


hand, Dutch marketing firm GreenGraffiti brings a new idea to 
this advertising method. The company uses stencils and power 
washers to create graphics on filthy pavement. According to 
the company, which promotes itself as eco-conscious, it uses 
less water creating an advertisement than would be used to 
create a comparable poster. The company approaches cities 
and offers to pay licensing fees in order to create its designs. 
GreenGraffiti’s many clients have included Starbucks, MTV, 
and the Amsterdam Police.’ 


PuBLIC RELATIONS 


Although many promotional activities focus on a firm’s customers, other stakeholders— 
suppliers, employees, stockholders, the media, educators, potential investors, government 
officials, and society in general—are important to an organization as well. To communicate 
with customers and stakeholders, a company employs public relations. Public relations is 
a broad set of communication efforts used to create and maintain favorable relationships 
between an organization and its stakeholders. Maintaining a positive relationship with one or 
more stakeholders can affect a firm’s current sales and profits, as well as its long-term survival. 

Public relations uses a variety of tools, including annual reports, brochures, event sponsorship, 
and sponsorship of socially responsible programs aimed at protecting the environment or helping 
disadvantaged individuals. The goal of public relations is to create and enhance a positive image 
of the organization. Increasingly, marketers are going directly to consumers with their public rela- 
tions efforts to bypass the traditional media intermediary (newspapers, magazines, and television). 
Companies like Best Buy have been creating content on You Tube with the goal of bringing view- 
ers into the “geek world” as well as providing tutorial videos on electronics-related issues. '® 

Other tools arise from the use of publicity, which is a component of public relations. 
Publicity is nonpersonal communication in news-story form about an organization or its prod- 
ucts, or both, transmitted through a mass medium at no charge. A few examples of publicity- 
based public relations tools are news releases, press conferences, and feature articles. To generate 
publicity, companies sometimes give away products to celebrities in the hope that the celebri- 
ties will be seen and photographed with the product, and those photos will stimulate aware- 
ness and product trial among their fans. Gift bags for celebrities attending a recent Academy 
Awards included $91,000 worth of trinkets, including a $45,000 safari trip, a $14,500 stay at 
the Monte Carlo Beach Hotel, as well as other products and services from marketers who hope 
these celebrities will use their properties, products, or services. There is one problem, though: 
with the change in tax laws, if you use these gifts, you have to pay taxes on them. Therefore, 
many celebrities donated their “swag bags” to charity, which did not result in the celebrity end 
use and affiliation that marketers would ultimately like.'” Ordinarily, public relations efforts are 
planned and implemented to be consistent with and support other elements of the promotion 
mix. Public relations efforts may be the responsibility of an individual or of a department within 
the organization, or the organization may hire an independent public relations agency. 
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Unpleasant situations and negative events, such as product tampering or an environ- 
mental disaster, may generate unfavorable public relations for an organization. For instance, 
Johnson & Johnson had 50 product recalls in 15 months, resulting in a feature cover story in 
Bloomberg Businessweek. After 13 million packages of Rolaid soft chews were recalled when 
customers found wood and metal particles in them, another 43 million bottles of Tylenol, 
Benadryl, Sinutab, and Rolaids were withdrawn in early 2011.7? To minimize the damaging 
effects of unfavorable coverage, effective marketers have policies and procedures in place to 
help manage any public relations problems. 

Public relations should not be viewed as a set of tools to be used only during crises. To get 
the most from public relations, an organization should have someone responsible for public 
relations either internally or externally and should have an ongoing public relations program. 


SALES PROMOTION 


Sales promotion is an activity or material that acts as a direct inducement, offering added value 
or incentive for the product to resellers, salespeople, or consumers. Examples include free sam- 
ples, games, rebates, sweepstakes, contests, premiums, and coupons. British department store 
Debenham’, for example, chose to celebrate its decision to begin shipping internationally to 
the United States, Australia, Sweden, and other countries by creating a contest called “British 
Invasion.” Contestants could submit their own designer look inspired by Debenham’s design- 
ers. The prize for first place was a choice of one of Debenham’s handbags and the opportunity 
to have the winning design posted to Debenham’s blog and Facebook page.*! Sales promotion 
should not be confused with promotion; sales promotion is just one part of the comprehensive 
area of promotion. Marketers spend more on sales promotion than on advertising, and sales 
promotion appears to be a faster-growing area than advertising. Coupons are especially impor- 
tant; Table 16.3 shows the product categories with the greatest distribution of coupons. 
Generally, when companies employ advertising or personal selling, they depend on these 
activities continuously or cyclically. However, a marketer’s use of sales promotion tends to be 
irregular. Many products are seasonal. A company such as Toro may offer more sales promotions 
in August than in the peak selling season of April or May, when more people buy tractors, 
lawn mowers, and other gardening equipment. Marketers frequently rely on sales promotion 
to improve the effectiveness of other promotion mix elements, especially advertising and per- 


sonal selling. Nearly two-thirds of consumers make lists before going shopping, and 51 percent 


roduct Categories with the Greatest Distribution of Coupons 


Rank | Product Category Number of Coupons Issued (in Millions) 
e Source: “FSI Coupon Activity Increased 8.0 Percent to More Than 272 Billion Coupons Dropped During 2009,” Marx 
a Promo Intelligence, January 6, 2010, www.tnsmi-marx.com/news/01062010.htm (accessed April 18, 2011). 
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Sales Promotion 
McDonald's uses consumer games 
to generate repeat business. 
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MONOPOLY 


‘MONOPOLY WHAT COULD YOU wt 3 


PROMOTIONS AFMecDONALD'S - 


AVE ee Ap Ee 
OUR STORY . oo 2 


CAREERS 


LOCATIONS 


indicate that coupons have a significant effect on their purchasing behavior.” Mobile devices 
are a personal technology, so they pose an unusual opportunity to reach consumers wherever 
they go. By 2013, mobile Internet usage will surpass desktop usage. Mobile apps can be used as 
tools to engage the consumer through sales promotion items such as coupons.” 

An effective promotion mix requires the right combination of components. To see how 
such a mix is created, we now examine the factors and conditions affecting the selection of 
promotional methods that an organization uses for a particular product. 


Selecting Promotion Mix Elements 


Marketers vary the composition of promotion mixes for many reasons. Although a promo- 
tion mix can include all four elements, frequently a marketer selects fewer than four. Many 
firms that market multiple product lines use several promotion mixes simultaneously. 


PROMOTIONAL RESOURCES, OBJECTIVES, 
AND POLICIES 


The size of an organization’s promotional budget affects the number and relative intensity of pro- 
motional methods included in a promotion mix. Ifa company’s promotional budget is extremely 
limited, the firm is likely to rely on personal selling because it is easier to measure a salesperson’s 
contribution to sales than to measure the sales effectiveness of advertising. Businesses must have 
sizable promotional budgets to use regional or national advertising. Companies such as Procter 
& Gamble, Unilever, General Motors, and Coca-Cola are among the leaders in worldwide media 
spending. Organizations with extensive promotional resources generally include more elements 
in their promotion mixes, but having more promotional dollars to spend does not necessarily 
mean using more promotional methods. Researchers have found that resources spent on promo- 
tion activities have a positive influence on shareholder value. 


© 2010 Hasbro, Inc. All rights reserved. Used with permission from McDonald's Corporation. MONOPOLY, the 
distinctive design of the game board, the four corner squares, the MR. MONOPOLY name and character, as well 


as each of the distinctive elements of the board and the playing pieces, are trademarks of Hasbro, Inc. for its 


property trading game and game equipment. 
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An organization's promotional objectives and policies also influence the types of promotion 
selected. Ifa company’s objective is to create mass awareness of a new convenience good, such as a 
breakfast cereal, its promotion mix probably leans heavily toward advertising, sales promotion, and 
possibly public relations. Ifa company hopes to educate consumers about the features of a durable 
good, such as a home appliance, its promotion mix may combine a moderate amount of advertis- 
ing, possibly some sales promotion designed to attract customers to retail stores, and a great deal of 
personal selling because this method is an efficient way to inform customers about such products. 
Ifa firm’s objective is to produce immediate sales of nondurable services, the promotion mix will 
probably stress advertising and sales promotion. For example, dry cleaners and carpet-cleaning 
firms are more likely to use advertising with a coupon or discount rather than personal selling. 


CHARACTERISTICS OF THE [ARGET MARKET 


Size, geographic distribution, and demographic characteristics of an organization's target mar- 
ket help dictate the methods to include in a product’s promotion mix. To some degree, market 
size determines composition of the mix. If the size is limited, the promotion mix will probably 
emphasize personal selling, which can be very effective for reaching small numbers of people. 
Organizations selling to industrial markets and firms marketing products through only a few 
wholesalers frequently make personal selling the major component of their promotion mixes. 
When a product's market consists of millions of customers, organizations rely on advertising 
and sales promotion because these methods reach masses of people at a low cost per person. 

Geographic distribution of a firm’s customers also affects the choice of promotional 
methods. Personal selling is more feasible if a company’s customers are concentrated in a 
small area than if they are dispersed across a vast region. When the company’s customers are 
numerous and dispersed, advertising may be more practical. 

Distribution of a target market’s demographic characteristics, such as age, income, or 
education, may affect the types of promotional techniques a marketer selects, as well as 
the messages and images employed. According to the U.S. Census Bureau, so-called tradi- 
tional families—those composed of married couples with children—account for fewer than 
one-quarter of all U.S. households.*4 To reach the more than three-quarters of households 


Customizing Advertising to Reach — | 
the Growing Hispanic Market 


ith Hispanic spending power estimated at $1 2 market. The communications group Havas Worldwide hired 


trillion, marketers are starting to take notice. Hispanic managers to build a new Hispanic agency to serve 

_ Twenty-three metro areas already have more clients, while communications agency DraftFCB created a 
Hispanic than non-Hispanic white consumers. However, tap- team of 55 multicultural specialists to focus on the company’s 
ping into this growing demographic will require marketers to multicultural business. While Procter & Gamble has been 
adapt their strategies. Many Hispanics are immigrants who are recognized as having the best Spanish-level advertising, it 
either bilingual or speak no English. To effectively reach this is estimated that about 50 percent of advertisers ignore the 
market, advertisers must respect both language and cultural Hispanic market. Those that recognize this opportunity and 
differences. Companies are building Hispanic advertising act accordingly could gain a competitive advantage over these 


agencies or teams to help marketers better understand the slow movers.” 
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consisting of single parents, unmarried couples, singles, and “empty nesters” (whose chil- 


dren have left home), more companies are modifying the images used in their promotions. 


CHARACTERISTICS OF THE PRODUCT 


Generally, promotion mixes for business products concentrate on personal selling, whereas adver- 
tising plays a major role in promoting consumer goods. This generalization should be treated 
cautiously, however. Marketers of business products use some advertising to promote products. 
Advertisements for computers, road-building equipment, and aircrafts are fairly common, and 
some sales promotion is also used occasionally to promote business products. Personal selling 
is used extensively for consumer durables, such as home appliances, automobiles, and houses, 
whereas consumer convenience items are promoted mainly through advertising and sales pro- 
motion. Public relations appears in promotion mixes for both business and consumer products. 

Marketers of highly seasonal products often emphasize advertising—and sometimes sales 
promotion as well—because off-season sales generally will not support an extensive year- 
round sales force. Although most toy producers have sales forces to sell to resellers, many of 
these companies depend chiefly on advertising to promote their products. 

A product’s price also influences the composition of the promotion mix. High-priced prod- 
ucts call for personal selling because consumers associate greater risk with the purchase of such 
products and usually want information from a salesperson. For low-priced convenience items, 
marketers use advertising rather than personal selling. Research suggests that consumers visiting 
a store specifically to purchase a product on sale are more likely to have read flyers and to have 
purchased other sale-priced products than consumers visiting the same store for other reasons.” 

Another consideration in creating an effective promotion mix is the stage of the prod- 
uct life cycle. During the introduction stage, much advertising may be necessary for both 
business and consumer products to make potential users aware 
of them. Sharp introduced Quattron technology through a sig- 

S0l=)¢ fool nificant advertising campaign for its AQUOS LCD televisions, 
q thousand pianos which educated consumers on the benefits of adding yellow to 


the color filter in addition to the RGB filters of red, green, and 


strike the blue. The benefits to consumers included exceptionally high- 
same chordP quality pictures and reduced energy consumption.”° For many 
é products, personal selling and sales promotion are also helpful 
in this stage. In the growth and maturity stages, consumer ser- 
vices require heavy emphasis on advertising, whereas business 
products often call for a concentration of personal selling and 
some sales promotion. In the decline stage, marketers usually 
decrease all promotional activities, especially advertising. 
Intensity of market coverage is still another factor affecting the 
composition of the promotion mix. When products are marketed 
through intensive distribution, firms depend strongly on advertis- 
ing and sales promotion. Many convenience products like lotions, 
cereals, and coffee are promoted through samples, coupons, and 
money refunds. When marketers choose selective distribution, pro- 
motion mixes vary considerably. Items handled through exclusive 
distribution—such as expensive watches, furs, and high-quality 
furniture—typically require a significant amount of personal selling. 
A product’s use also affects the combination of promotional 
Product Characteristics methods. Manufacturers of highly personal products, such as 


Convenience products, such as 5 Gum, are promoted mainly laxatives, nonprescription contraceptives, and feminine hygiene 
through advertising and sales promotion efforts. 


Ever tried New Gum? 


Stimulate Your Senses 


Wrigley's, 5, and all affiliated designs used courtesy of Wm. Wrigley Jr. Company. 


products, depend on advertising because many customers do 
not want to talk with salespeople about these products. 
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Costs AND AVAILABILITY OF PROMOTIONAL METHODS 


Costs of promotional methods are major factors to analyze when developing a promotion 
mix. National advertising and sales promotion require large expenditures. However, if these 
efforts succeed in reaching extremely large audiences, the cost per individual reached may 
be quite small, possibly a few pennies. Some forms of advertising are relatively inexpensive. 
Many small, local businesses advertise products through local newspapers, magazines, radio 
and television stations, outdoor displays, search engine result ads, and signs on mass transit 
vehicles. 

Another consideration that marketers explore when formulating a promotion mix is avail- 
ability of promotional techniques. Despite the tremendous number of media vehicles in the 
United States, a firm may find that no available advertising medium effectively reaches a certain 
target market. The problem of media availability becomes more pronounced when marketers 
advertise in foreign countries. Some media, such as television, simply may not be available, or 
advertising on television may be illegal. For example, the advertising of cigarettes on television 
is banned in many countries. In addition, regulations or standards for media content may be 
restrictive in varying global outlets. For instance, European fashion magazines are increasingly 
either mandating that “real women” be used in ads (not unrealistically proportioned models) 
and/or that when an ad has been altered to change a person's physical appearance, this change 
must be noted on the ad.”’ In some countries, advertisers are forbidden to make brand com- 
parisons on television. Other promotional methods also have limitations. For instance, a firm 
may wish to increase its sales force but is unable to find qualified personnel. 


PusH AND PULL CHANNEL POLICIES 


Another element that marketers consider when planning a promotion mix is whether to use 
a push policy or a pull policy. With a push policy, the producer promotes the product only 
to the next institution down the marketing channel. In a marketing channel with wholesalers 
and retailers, the producer promotes to the wholesaler because, in this case, the wholesaler 


is the channel member just below the producer (see Figure 16.4). Each channel member in 
turn promotes to the next channel member. A push policy normally stresses personal selling. 
Sometimes sales promotion and advertising are used in conjunction with personal selling to 
push the products down through the channel. 


Flow of 
products 


Flow of 
communications 
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As Figure 16.4 shows, a firm that uses a pull policy promotes directly to consumers to 
develop strong consumer demand for its products. It does so primarily through advertis- 
ing and sales promotion. Because consumers are persuaded to seek the products in retail 
stores, retailers in turn go to wholesalers or the producers to buy the products. This policy is 
intended to pull the goods down through the channel by creating demand at the consumer 
level. Consumers are told that if the stores don’t have it, ask them to get it. 

Push and pull policies are not mutually exclusive. At times, an organization uses both 
simultaneously. 


The Growing Importance of Word- 
of-Mouth Communications 


When making decisions about the composition of promotion mixes, marketers should recog- 
nize that commercial messages, whether from advertising, personal selling, sales promotion, 
or public relations, are limited in the extent to which they can inform and persuade custom- 
ers and move them closer to making purchases. Depending on the type of customers and the 
products involved, buyers to some extent rely on word-of-mouth communication from per- 
sonal sources such as family members and friends. Word-of-mouth communication is per- 
sonal, informal exchanges of communication that customers share with one another about 
products, brands, and companies. Most customers are likely to be influenced by friends 
and family members when they make purchases. Word-of-mouth communication is very 
important when people are selecting restaurants and entertainment along with automotive, 
medical, legal, banking, and personal services such as hair care. Research has identified a link 
between word-of-mouth communication and new-customer acquisition when there is cus- 
tomer involvement and satisfaction.”* Effective marketers who understand the importance of 
word-of-mouth communication attempt to identify opinion leaders and encourage them to 
try their products in the hope that they will spread favorable publicity about them. Apple, for 
example, has long relied on its nearly cult consumer following to spread by word of mouth 
their satisfaction with Apple products such as PowerBooks, iPods, iPhones, and iPads. 

In addition, customers are increasingly going online for information and opinions about 
goods and services as well as about the companies. Electronic word of mouth is communicating 
about products through websites, blogs, e-mail, social networks, or online forums. Users can go 
to a number of consumer-oriented websites, such as epinions.com and consumerreview.com. 
At these sites, they can learn about other consumers’ feelings toward and experiences with spe- 
cific products; some sites even encourage consumers to rate products they have tried. Users can 
also search within product categories and compare consumers’ viewpoints on various brands 
and models. Not surprisingly, research has identified credibility as the most important attribute 
of a ratings website and found reducing risk and saving search effort to be the primary motives 
for using such sites.” Buyers can peruse Internet-based newsgroups, forums, and blogs to find 
word-of-mouth information. A consumer looking for a new cell phone service, for example, 
might inquire in forums about other participants’ experiences and level of satisfaction to gain 
more information before making a purchase decision. A Nielsen Global Online Consumer 
Survey found that 90 percent of consumers trust recommendations they get from their friends, 
while 70 percent trust consumer comments posted online.*° 

Electronic word of mouth is particularly important to consumers staying abreast of trends. 
Hundreds of blogs (such as TechCrunch, Perez Hilton, and Tree Hugger) play an essential role 
in propagating electronic word-of-mouth communications about everything from gossip to poli- 
tics to consumer goods. They provide consumers with information on trends, reviews of products, 
and other information on what is new, exciting, and fashionable for consumers. These sites have 
become so influential in introducing consumers to new products and shaping their views about 
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Word-of-Mouth 

Clever ads like this VW ad go viral 
and are sought out and shared 
by viewers. 


© Lucasfilm via Getty Images 


them that marketers are increasingly monitoring them to identify new trends; some firms have even 
attempted to influence users’ votes on their favorite items. Marketers increasingly must court blog- 
gers, who wield growing influence over consumer perception of companies, products, and services. 

Buzz marketing is an attempt to incite publicity and public excitement surrounding a prod- 
uct through a creative event. For example, Threadless—a private T-shirt company—uses buzz mar- 


keting to spread awareness of its brand throughout the artist and online communities. Threadless 
invites artists to submit their T-shirt design ideas for the chance to win $2,000 and a $200 gift 
certificate. The designs are posted online, where members of the Threadless online community 
can vote for their favorites. The winning designs are printed and sold through the Threadless site.*! 

Buzz marketing works best as a part of an integrated marketing communication program 
that also uses advertising, personal selling, sales promotion, and publicity. However, market- 
ers should also take care that buzz marketing campaigns do not violate any laws or have the 
potential to be misconstrued and cause undue alarm. Columbia Pictures, for example, created 
a false website entitled Institute for Human Continuity to help advertise its end-of-the-world 
movie 2012. The site alluded to 25 years worth of threats toward humans and scared a num- 
ber of people, who then contacted NASA to see what could be done. NASA had to launch its 
own site to counteract the false site’s information.” 

Viral marketing is a strategy to get consumers to share a marketer’s message, often 
through e-mail or online video, in a way that spreads dramatically and quickly. PepsiCo, 
which had declined to air advertisements during the 2010 or 2011 Super Bowl games, 
achieved success in viral marketing with its “Pepsi—Oh Africa” online video during the 
World Cup. It was the first to achieve online viral status during the World Cup. With more 
than 20 million views, Pepsi’s campaign ranked number eight in Advertising Age’s Top 10 
“Biggest Viral Ads of the Year.”** [It is important to realize, however, that it is the public that 
determines whether something is interesting enough to “go viral.”] 

Word of mouth, no matter how it is transmitted, is not effective in all product categories. 
It seems to be most effective for new-to-market and more expensive products. Despite the obvi- 
ous benefits of positive word of mouth, marketers must also recognize the potential dangers of 
negative word of mouth. This is particularly important in dealing with online platforms that 
can reach more people and encourage consumers to “gang up” on a company or product. For 
example, the second largest national music downloading site, eMusic, has long been known and 
loved for its commitment to independent music, artists, and labels. When the company decided 
to welcome mainstream Sony BMG’s catalog into the mix, loyal users were irate and freely 


Entrepreneurship in Marketing 


The Kluger Agency Specializes 
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shared their feelings on eMusic’s message boards. When the 
company also discretely announced price hikes, users became 
more furious. Many users left or threatened to leave for another 
site. Although CEO Danny Stein knew the company would 
face backlash, he did not expect the level of anger felt by many 


in Product Placement users. The company hasn't yet recovered from the results of its 


One of Adam Kluger’s first encounters with product 
placement was Abercrombie & Fitch in the 1999 song 
Summer Girls. Years later, this recollection would inspire 


choices, but it has learned a great deal from the experience in 
terms of the need for transparency and open communication 
with your customers.™ 


him to create The Kluger Agency, a public relations 


agency that successfully partners brands with music 
artists. Kruger’s first big break was signing on to place 


Product Placement 


a Vixens Vision product into the music video of a new 


artist, Lady Gaga. Since then, TKA has partnered with 
record labels to represent brands like the soft drink Drank 
(in Flo Rida’s Sugar video) and the online dating website 


A growing technique for reaching consumers is the selective 
placement of products within the context of television programs 
viewed by the target market. Product placement is a form of 


Zoosk (in JRandall’s Can't Sleep and 00 LaLa), The advertising that strategically locates products or product promo- 


increasing popularity of product placement into music 
videos or lyrics comes at an opportune time for the music 
industry: product placement generates much-needed 
revenue at a time when file-sharing and iTunes are 
cutting into industry profits. With an estimated $5 million 
in revenues, Kluger has successfully integrated his love 
for music and business into a profitable enterprise. 


product placement 

The strategic location of 
products or product promotions 
within entertainment media 
content to reach the product's 
target market 


tions within entertainment media to reach the product's target 
markets. It is estimated that Audi, Oracle, Dr Pepper, and Dick’s 
Sporting Goods spent more than $3 million to have their prod- 
ucts placed in the movie /ron Man 2.° Such product placement 
has become more important due to the increasing fragmentation 
of television viewers who have ever-expanding viewing options 
and technology that can screen advertisements (e.g., digital 
video recorders such as TiVo). Researchers have found that 60 to 
80 percent of digital video recorder users skip over the commer- 
cials when they replay programming.*° 

In-program product placements have been successful in reaching consumers as they 
are being entertained. The show Mad Men has made product placement into an art form. 
Although the show’s advertising agency and pitches are fictional, real brands such as 
Heineken have been featured. Unilever revealed that it was paying to sponsor six placements 
in 13 ad spots.*’ Reality programming in particular has been a natural fit for product place- 
ments because of the close interchange between the participants and the product (e.g., Sears 
and Extreme Makeover Home Edition; Levi's, Burger King, Marquis Jet, and Dove and The 
Apprentice; Coca-Cola and American Idol). For instance, at the top of its 2010 season, Biggest 
Loser managed to feature Subway, 24 Hour Fitness, Extra gum, and Ziploc.** 

Product placement is not limited to U.S. television shows. The European Parliament 
greenlighted limited use of product placement, albeit only during certain types of programs 
and only if consumers were informed at the beginning of the segment that companies had paid 
to have their products displayed. In general, the notion of product placement has not been 
favorably viewed in Europe and has been particularly controversial in the United Kingdom. 
However, new legislation has now legalized product placement in U.K. television programs.” 


Criticisms and Defenses of 
Promotion 


Even though promotional activities can help customers make informed purchasing decisions, 
social scientists, consumer groups, government agencies, and members of society in general 
have long criticized promotion. There are two main reasons for such criticism: promotion 
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does have flaws, and it is a highly visible business activity that 
pervades our daily lives. Although complaints about too much 
promotional activity are almost universal, a number of more 
specific criticisms have been lodged. In this section, we discuss 
some of the criticisms and defenses of promotion. 


Is PROMOTION DECEPTIVE? 


One common criticism of promotion is that it is deceptive and 
unethical. During the 19th and early 20th centuries, much pro- 
motion was blatantly deceptive. Although no longer widespread, 
some deceptive promotion still occurs. The identity theft com- 
pany LifeLock settled with the FTC for $12 million after being 
sued for making deceptive claims. Although the company claimed 
that it could provide complete protection for all types of iden- 
tity theft, the FTC alleged that LifeLock did not protect against 
certain types of identity theft such as medical identity theft.” 
Many industries suffer from claims of deception from time to 
time. One industry that is seemingly constantly bombarded with 
truthfulness claims is the diet products and exercise equipment 
industry. Some promotions are unintentionally deceiving; for 
instance, when advertising to children, it is easy to mislead them 
because they are more naive than adults and less able to separate 
fantasy from reality. A promotion may also mislead some receiv- 
ers because words can have diverse meanings for different people. 


Merrick Morton/© Columbia Pictures/Courtesy Everett Collection 


However, not all promotion should be condemned because a 


small portion is flawed. Laws, government regulation, and indus- Product Placement ; 
if ler onshaveselogd al d : : Gap represents a product placement in the popular movie 
try self-regulation have helped decrease deceptive promotion. The Social Network. 


Dors PROMOTION INCREASE PRICES? 


Promotion is also criticized for raising prices, but in fact it often tends to lower them. The 
ultimate purpose of promotion is to stimulate demand. If it does, the business should be able 
to produce and market products in larger quantities and thus reduce per-unit production 
and marketing costs, which can result in lower prices. For example, as demand for flat-screen 
TVs and MP3 players has increased, their prices have dropped. When promotion fails to 
stimulate demand, the price of the promoted product increases because promotion costs 
must be added to other costs. Promotion also helps keep prices lower by facilitating price 
competition. When firms advertise prices, their prices tend to remain lower than when they 
are not promoting prices. Gasoline pricing illustrates how promotion fosters price competi- 
tion. Service stations with the highest prices seldom have highly visible price signs. 


Dors PROMOTION CREATE NEEDS? 


Some critics of promotion claim that it manipulates consumers by persuading them to buy 
products they do not need, hence creating “artificial” needs. In his theory of motivation, 
Abraham Maslow (discussed in Chapter 6) indicates that an individual tries to satisfy five lev- 
els of needs: physiological needs, such as hunger, thirst, and sex; safety needs; needs for love 
and affection; needs for self-esteem and respect from others; and self-actualization needs, or 
the need to realize one’s potential. When needs are viewed in this context, it is difficult to 
demonstrate that promotion creates them. If there were no promotional activities, people 


Marketing Debate 


Taco Bell Responds to 
Accusations about Its 
Meat Filling 


ISSUE: Did the media treat Taco Bell fairly in its 
coverage of the meat filling lawsuit? 


While ground beef must be at least 7 percent beef and 
no more than 30 percent fat, taco filling must contain 

40 percent meat with the label showing the true product 
name, such as “taco meat filling.” Taco Bell received 
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would still have needs for food, water, sex, safety, love, affec- 
tion, self-esteem, respect from others, and self-actualization. 
Although promotion may not create needs, it does capital- 
ize on them (which may be why some critics believe promo- 
tion creates needs). Many marketers base their appeals on these 
needs. For instance, several mouthwash, toothpaste, and per- 
fume advertisements associate these products with needs for 
love, affection, and respect. These advertisers rely on human 
needs in their messages, but they do not create the needs. 


DorEs PROMOTION ENCOURAGE 
MATERIALISM? 


Another frequent criticism of promotion is that it leads to 
materialism. The purpose of promoting goods is to persuade 


several lawsuits alleging that its beef taco filling did not 
meet USDA standards. The lawsuits prompted major 
news stories from outlets like USA Today and MSNBC 
that questioned the company’s product quality. Taco 
Bell responded with $3 to $4 million in advertising to 
counter the accusations. The company also ran ads 

in national newspapers saying “Thank you for suing 
us—here’s the truth about our seasoned beef. Finally, 
the lawsuit was dropped because the law firm claimed 
Taco Bell made changes in its marketing and product 
disclosure. Taco Bell did not disclose how much the 
accusations affected sales.? 


people to buy them; thus, if promotion works, consumers will 
want to buy more and more things. Marketers assert that val- 
ues are instilled in the home and that promotion does not 
change people into materialistic consumers. However, the 
behavior of today’s children and teenagers contradicts this 
view; many insist on high-priced, brand name apparel such 


as Gucci, Coach, Abercrombie & Fitch, and Ralph Lauren. 


Dogs PROMOTION HELP 
CUSTOMERS WITHOUT 
Costinc Too Mucu:? 


Every year, firms spend billions of dollars for promotion. The 

question is whether promotion helps customers enough to be 
worth the cost. Consumers do benefit because promotion informs them about product uses, 
features, advantages, prices, and locations where they can buy the products. Consumers thus 
gain more knowledge about available products and can make more intelligent buying decisions. 
Promotion also informs consumers about services—for instance, health care, educational pro- 
grams, and day care—as well as about important social, political, and health-related issues. For 
example, several organizations, such as the California Department of Health Services, inform 
people about the health hazards associated with tobacco use. 


SHOULD POTENTIALLY HARMFUL PrRopuctTs BE 
PROMOTED? 


Finally, some critics of promotion, including consumer groups and government officials, 
suggest that certain products should not be promoted at all. Primary targets are products 
associated with violence and other possibly unhealthy activities, such as handguns, alcohol, 
and tobacco. Cigarette advertisements, for example, promote smoking, a behavior proven to 
be harmful and even deadly. Tobacco companies, which spend billions on promotion, have 
countered criticism of their advertising by pointing out that advertisements for red meat and 
coffee are not censured even though these products may also cause health problems. Those 
who defend such promotion assert that as long as it is legal to sell a product, promoting that 


product should be allowed. 
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CHAPTER REVIEW 


Describe the nature of integrated marketing 
communications. 


Integrated marketing communications is the coor- 
dination of promotion and other marketing efforts 
to ensure maximum informational and persuasive 
impact on customers. 


Examine the process of communication. 


Communication is a sharing of meaning. The 
communication process involves several steps. 
First, the source translates meaning into code, a 
process known as coding or encoding. The source 
should employ signs or symbols familiar to the 
receiver or audience. The coded message is sent 
through a communications channel to the receiver 
or audience. The receiver or audience then decodes 
the message and usually supplies feedback to the 
source. When the decoded message differs from 
the encoded one, a condition called noise exists. 


Understand the role and objectives of 
promotion. 


Promotion is communication to build and maintain 
relationships by informing and persuading one or 
more audiences. Although promotional objectives 
vary from one organization to another and within 
organizations over time, eight primary objectives 
underlie many promotional programs. Promotion 
aims to create awareness of a new product, a new 
brand, or an existing product; to stimulate primary 
and selective demand; to encourage product trial 
through the use of free samples, coupons, limited 
free-use offers, contests, and games; to identify pros- 
pects; to retain loyal customers; to facilitate reseller 
support; to combat competitive promotional 
efforts; and to reduce sales fluctuations. 


Explore the elements of the promotion mix. 


The promotion mix for a product may include 
four major promotional methods: advertising, per- 
sonal selling, public relations, and sales promotion. 
Advertising is paid nonpersonal communication 
about an organization and its products transmit- 
ted to a target audience through a mass medium. 
Personal selling is paid personal communication 
that attempts to inform customers and persuade 
them to purchase products in an exchange situa- 
tion. Public relations is a broad set of communica- 


tion efforts used to create and maintain favorable 
relationships between an organization and its 
stakeholders. Sales promotion is an activity or 
material that acts as a direct inducement (offering 
added value or incentive for the product) to resell- 
ers, salespeople, or consumers. 


Examine the selection of promotion mix 
elements. 


The promotional methods used in a product’s pro- 
motion mix are determined by the organization’s 
promotional resources, objectives, and policies; 
characteristics of the target market; characteristics 
of the product; and cost and availability of promo- 
tional methods. Marketers also consider whether 
to use a push policy or a pull policy. With a push 
policy, the producer promotes the product only to 
the next institution down the marketing channel. 
Normally, a push policy stresses personal selling. 
Firms that use a pull policy promote directly to 
consumers, with the intention of developing strong 
consumer demand for the products. Once con- 
sumers are persuaded to seek the products in retail 
stores, retailers go to wholesalers or the producer to 
buy the products. 


Understand word-of-mouth communication 
and how it affects promotion. 


Most customers are likely to be influenced by 
friends and family members when making pur- 
chases. Word-of-mouth communication is per- 
sonal, informal exchanges of communication that 
customers share with one another about products, 
brands, and companies. Customers may also choose 
to go online to find electronic word of mouth 
about products or companies. Buzz marketing is an 
attempt to incite publicity and public excitement 
surrounding a product through a creative event. 
Viral marketing is a strategy to get consumers to 
share a marketer’s message, often through e-mail 
or online videos, in a way that spreads dramatically 


and quickly. 


Understand product placement promotions. 


Product placement is the strategic location of 
products or product promotions within entertain- 
ment media to reach the product’s target market. 
In-program product placements have been suc- 
cessful in reaching consumers as they are being 
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entertained rather than in the competitive com- them. When demand is high, production and mar- 
mercial break time periods. keting costs decrease, which can result in lower 
prices. Moreover, promotion helps keep prices 

8 Examine criticisms and defenses of promotion. lower by facilitating price competition. Other criti- 


cisms of promotional activity are that it manipu- 
lates consumers into buying products they do not 
need, that it leads to a more materialistic society, 
and that consumers do not benefit sufficiently from 
promotional activity to justify its high cost. Finally, 
some critics of promotion suggest that potentially 
harmful products, especially those associated with 
violence, sex, and unhealthy activities, should not 
be promoted at all. 


Promotional activities can help consumers make 
informed purchasing decisions, but they have 
also evoked many criticisms. Promotion has been 
accused of deception. Although some deceiving or 
misleading promotions do exist, laws, government 
regulation, and industry self-regulation minimize 
deceptive promotion. Promotion has been blamed 
for increasing prices, but it usually tends to lower 
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ISSUES FOR DISCUSSION AND REVIEW 


1. What does the term integrated marketing communi- 5. Describe the possible objectives of promotion and 

cations mean? discuss the circumstances under which each objec- 
ae tive might be used. 

2. Define communication and describe the communi- 5 
cation process. Is it possible to communicate with- 6. Identify and briefly describe the four promotional 
out using all the elements in the communication methods an organization can use in its promotion 
process? If so, which elements can be omitted? mix. 

3. Identify several causes of noise. How can a source 7. What forms of interpersonal communication 
reduce noise? besides language can be used in personal selling? 

4, What is the major task of promotion? Do firms ever 8. How do target market characteristics determine 
use promotion to accomplish this task and fail? If which promotional methods to include in a pro- 


so, give several examples. motion mix? Assume a company is planning to 
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10. 


bls 


promote a cereal to both adults and children. Along 
what major dimensions would these two promo- 
tional efforts have to differ from each other? 


How can a product’s characteristics affect the com- 
position of its promotion mix? 


Evaluate the following statement: “Appropriate 
advertising media are always available if a company 
can afford them.” 


Explain the difference between a pull policy and a 
push policy. Under what conditions should each 
policy be used? 


MARKETING APPLICATIONS 


Ie 


The overall objective of promotion is to stimulate 
demand for a product. Through television advertis- 
ing, the American Dairy Association promotes the 
benefits of drinking milk, a campaign that aims to 
stimulate primary demand. Advertisements for a 
specific brand of milk focus on stimulating selec- 
tive demand. Identify two television commercials, 
one aimed at stimulating primary demand and one 
aimed at stimulating selective demand. Describe 
each commercial and discuss how each attempts to 
achieve its objective. 


Developing a promotion mix is contingent on 
many factors, including the type of product and the 
product’s attributes. Which of the four promotional 
methods—advertising, personal selling, public rela- 
tions, or sales promotion—would you emphasize if 
you were developing the promotion mix for the fol- 
lowing products? Explain your answers. 

a. Washing machine 

b. Cereal 

c. Halloween candy 


d. Compact disc 


Suppose marketers at Falcon International 
Corporation have come to you for recommenda- 
tions on how to promote their products. They want 
to develop a comprehensive promotional campaign 
and have a generous budget with which to imple- 
ment their plans. What questions would you ask 


Ue. 


14. 


. In which ways can word-of-mouth communication 


influence the effectiveness of a promotion mix for a 
product? 


Which criticisms of promotion do you believe are 
the most valid? Why? 


Should organizations be allowed to promote offen- 
sive, violent, sexual, or unhealthy products that can 
be legally sold and purchased? Support your answer. 


them, and what would you suggest they consider 
before developing a promotional program? 


. Marketers must consider whether to use a push or 


a pull policy when deciding on a promotion mix 
(see Figure 16.4). Identify a product for which mar- 
keters should use each policy and a third product 
that might best be promoted using a mix of the two 
policies. Explain your answers. 


ONLINE EXERCISE 
D3 


Myspace is not just for friends. It is also a unique 
promotional platform for musical artists, especially 
unsigned and independent artists. By creating a 
Myspace page, musicians can share their songs, post 
important dates, or even blog. Myspace music pages 
are different from record company websites because 
they feel more personal. Artists also take advantage 
of Myspace’s viral nature by allowing other Myspace 
members to post their pictures, songs, and music 
videos on their own Myspace profile pages. Visit the 
website at http://music.myspace.com. 
a. Who is the target market for members? 
b. What is being promoted to these individuals? 
c. What are the promotional objectives of this 
website? 
d. Is word-of-mouth communication occurring 
at this website? Explain. 
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DEVELOPING YOUR MARKETING PLAN 


A vital component of a successful marketing strategy 
is the company’s plan for communication to its stake- 
holders. One segment of the communication plan is 
included in the marketing mix as the promotional ele- 
ment. A clear understanding of the role that promo- 
tion plays, as well as the various methods of promotion, 
is important in developing the promotional plan. The 
following questions should assist you in relating the 
information in this chapter to several decisions in your 
marketing plan. 


1. Review the communication process in Figure 16.1. 
Identify the various players in the communication 
process for promotion of your product. 


VIDEO CASE 


MARKETING FUN 


Since their dismal beginnings in 1896 when they played 
near a swamp (earning the name Mud Hens in honor of the 
coots inhabiting the marshy land), the Triple-A Toledo Mud 
Hens have become one of the most successful minor league 
baseball teams in the country, and their games some of 

the best attended. How did they leverage their climb from 
such a murky start? In a word: marketing. With their two slo- 
gans, “Toledo's Family Fun Park” and “Experience the Joy of 
Mudville,” the Mud Hens harness the twin themes of family 
and history. These days, the Mud Hens are the Triple-A affili- 
ate of the major league team the Detroit Tigers. Because the 
Tigers do all of the hiring and firing of players, trainers, and 
medical staff, the Mud Hens’ home office can focus all of its 
energy on improving the image and profitability of the Mud 
Hens enterprise. 


The Mud Hens do not have the star power of the major league 
teams (aside from their popular bird mascots, Muddy and 
Muddonna), so marketers must seek another way to promote 
the games. They advertise the games as wholesome, affordable 
family fun—an alternative to bowling or going to the movies. 
People of all ages can come to the games and socialize, while 


Tue ToLeEpo Mup Hens MaKe 


2. What are your objectives for promotion? Use Table 
16.2 as a guide in answering this question. 


3. Which of the four elements of the promotional mix 
are most appropriate for accomplishing your objec- 
tives? Discuss the advantages and disadvantages of 
each. 


4. What role should word-of-mouth communication, 
buzz marketing, or product placement play in your 
promotional plan? 


The information obtained from these questions should 
assist you in developing various aspects of your marketing 
plan found in the Jnteractive Marketing Plan exercise at 
www.cengagebrain.com. 


watching potential up-and-coming baseball stars develop into 
mature athletes. Because there is no star paraphernalia to sell, 
most of the marketing attention is paid to promoting Mud Hens 
merchandise, like T-shirts and hats, and food and beverage 
sales. In fact, the team has been the league leader in ballpark 
merchandise sales since 2000. The on-premise Swampshop 
offers dozens of styles of T-shirts and baseball caps in all sizes. 
Truly avid fans can shop online from anywhere in the world. 

As fans wear the merchandise, it creates good work-of-mouth 
advertising and buzz about the team. 


The league’s continued sales and revenue growth stand in 
contrast to an overall downturn in attendance and purchases 

at minor league baseball games. This statistic attests to the 
strength of the Mud Hens’ marketing strategy. They market 
directly to advance ticket buyers in order to target those people 
who are apt to buy tickets early, buy in quantity, and spend cash 
at the games. Other marketing channels include radio, televi- 
sion, print media, and even Facebook. The Mud Hens enjoy an 
especially close relationship with local newspapers, where a 
prominent story about the team is almost guaranteed whenever 
the Mud Hens have a home game. 
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Even in the midst of a recession, the Toldeo Mud Hens man- 
aged to boost revenues by incorporating a new network to 
integrate its e-mail platform with other applications. This ability 
allows the Mud Hens to target segments of its customer base 
with tailored messages. For example, in a recent year, three of 
the Mud Hen suite rentals were available, without any obvious 
takers. By using the new system to identify customers who had 
clicked on the online suite rental links in the past six months, 
the Mud Hens sent e-mails to 50 to 60 specific people to inform 
them about the rentals’ vacancies. All three suites were rented 
that same day. By integrating this new system into its marketing 
communications strategy, the Mud Hens are able to coordinate 
promotional and marketing efforts so as to have maximum 
impact on customers. 


In addition to its successful marketing strategies, the Mud Hens 
have become an integral part of the community—through 
direct marketing and regular media coverage, but also through 
charitable endeavors. Because the marketing focus is so much 


on family fun, community, and socializing, the organization 
does its best to give back to the community that so avidly sup- 
ports them. The organization engages in educational and com- 
munity outreach through various programs such as Muddy’s 
Knothole Club, which provides tickets to underprivileged kids; 
regular fundraisers and auctions; and donations to local chari- 
ties. Even pro-bono activities such as these can be part of a 
well-managed, integrated marketing communications strategy 
because they increase goodwill toward the organization and 
encourage people to attend games."! 


QUESTIONS FOR DISCUSSION 


1. How do the Toledo Mud Hens use integrated marketing 
communications to promote their enterprise? 


How do the Mud Hens identify and market to their target 
audience? 


Suggest how the Mud Hens can gain publicity in order to 
maintain and increase attendance? 


CHAPTER 17 


Advertising 
and Public 
Relations 


OBIE € TNVeES:: 


1 Describe the nature and 
types of advertising. ; ‘ 
Oe po athe tition stens in How Twitter and Interactive TV 


developing an advertising 
campaign. 


Identify who is responsible 
for developing advertising 
campaigns. 


Are Changing Advertising 


With the advent of TiVo, DVR, and online streaming, advertisers are being 
forced to connect with audiences in different ways. Twitter may be the life 
line they need. The company offers advertisers a number of ways to reach 


4, Examine the tools used in consumers, but its piéce de résistance may be its ability to bring viewers back 
public relations. to live TV. 
5 Analyze how public In 2010, Twitter officially began catering to advertisers via promoted 


relations is used and 
evaluated. 


tweets, accounts, and trends. Promoted accounts are paid advertisements 
that appear in the right-hand corner of the site, while promoted trends 
appear once a day among the most popular Twitter topics. Companies pay- 
ing for these services receive valuable feedback on how consumers react to 
their ads, such as how many people “favorite” each ad. Large companies such 
as Starbucks and Coca-Cola are taking advantage of this technology in their 
advertising programs. 

If Twitter can convince people to watch live TV, and thereby commercials, 
it could attract many of the world’s largest advertisers. By creating a way to 
watch shows while communicating with thousands of other viewers in real- 
time, Twitter is making TV interactive. For example, CNN has used tweets in 
its coverage of Obama's State of the Union address to capture consumer sen- 
timents during broadcasts. People are also flocking back to the Super Bowl, 
the Academy Awards, and other TV events in greater numbers, and analysts 
believe this is thanks, in large part, to being able to tweet about it. 

Twitter's goal appears to be a blend of old and new: return viewers to 
traditional TV advertising and allow those same advertisers to reach consum- 
ers on Twitter’s new ad platform. The possibilities have captured advertisers’ 
attention. ' 
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ibiee large organizations and small companies use conventional and online promotional 
efforts such as advertising to change their corporate images, build brand equity, launch 
new products, or promote current brands. In this chapter, we explore several dimensions 
of advertising and public relations. First, we focus on the nature and types of advertising. 
Next, we examine the major steps in developing an advertising campaign and describe who 
is responsible for developing such campaigns. We then discuss the nature of public relations 
and how it is used. We examine various public relations tools and ways to evaluate the effec- 
tiveness of public relations. Finally, we focus on how companies deal with unfavorable public 
relations. 


The Nature and Types 
of Advertising 


Advertising permeates our daily lives. At times, we view it positively; at other times, we feel 
bombarded and try to avoid it. Some advertising informs, persuades, or entertains us; some 
bores, annoys, or even offends us. 

As mentioned in Chapter 16, advertising is a paid form of nonpersonal communica- 
tion that is transmitted to a target audience through mass media, such as television, radio, 
the Internet, newspapers, magazines, direct mail, outdoor displays, and signs on mass transit 
vehicles. Spending more than $1 billion a year in advertising, McDonald’s has successfully 
branded and advertised its products. In one study of children three to five years old, food 
packaged in a McDonald’s wrapper was perceived as better tasting even when the food in 
the plain wrapper was the same food. Effective advertising can influence purchase behavior 
throughout a lifetime, as McDonald’s hopes to do in effectively communicating its mes- 
sage to children.” Organizations use advertising to reach a variety of audiences ranging from 
small, specific groups, such as stamp collectors in Idaho, to extremely large groups, such as all 
athletic-shoe purchasers in the United States. 

When asked to name major advertisers, most people immediately mention business orga- 
nizations. However, many nonbusiness organizations—including governments, churches, 
universities, and charitable organizations—employ advertising to communicate with stake- 
holders. Each year, the U.S. government spends hundreds of millions of dollars in advertising 
to advise and influence the behavior of its citizens. Although this chapter analyzes advertising 
in the context of business organizations, much of the following material applies to all types of 
organizations. For example, the state of Wyoming is utilizing advertising campaigns to attract 
vacationers to the state. Tourism is the second largest industry in Wyoming. Wyoming’s tour- 
ism campaigns have generated more than 7.3 million overnight visits with $2.5 billion in 
direct, travel-related expenses. Wyoming also wants to increase its film industry incentives to 
attract more filmmakers to the state.* 

Advertising is used to promote goods, services, ideas, images, issues, people, and 
anything else advertisers want to publicize or foster. Depending on what is being pro- 
moted, advertising can be classified as institutional or product advertising. Institutional 
advertising promotes organizational images, ideas, and political issues. It can be used to 
create or maintain an organizational image. Institutional advertisements may deal with 
broad image issues, such as organizational strength or the friendliness of employees. They 
may also aim to create a more favorable view of the organization in the eyes of noncustomer 
groups such as shareholders, consumer advocacy groups, potential shareholders, or the gen- 
eral public. When a company promotes its position on a public issue—for instance, a tax 
increase, abortion, gun control, or international trade coalitions—institutional advertising 
is referred to as advocacy advertising. Such advertising may be used to promote socially 
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Advocacy Advertising 


Ben & Jerry’s Ice Cream advocates environmental 
conservation in its new-product offerings. 
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approved behavior such as recycling or moderation 
in consuming alcoholic beverages. Philip Morris, for 
example, has run television advertisements encourag- 
ing parents to talk to their children about not smok- 
ing. Research has identified a number of themes that 
advertisers like Philip Morris can use to increase the 
effectiveness of antismoking messages for adolescents.’ 
This type of advertising not only has social benefits but 
also helps build an organization's image. 

Product advertising promotes the uses, features, 
and benefits of products. There are two types of prod- 
uct advertising: pioneer and competitive. Pioneer 
advertising focuses on stimulating demand for a product 
category (rather than a specific brand) by informing 
potential customers about the product’s features, uses, 
and benefits. This type of advertising is employed when 
the product is in the introductory stage of the product 
life cycle, exemplified in the launch of the Nissan Leaf in 
the new electric car category. Competitive advertising 
attempts to stimulate demand for a specific brand by 
promoting the brand’s features, uses, and advantages, 
sometimes through indirect or direct comparisons with 
competing brands. Cell phone service providers use 
competitive advertising to position their brands—for 
example, AT&T against Verizon. Advertising effects on 
sales must reflect competitors’ advertising activities. The 


type of competitive environment will determine the 
most effective industry approach. 

To make direct product comparisons, marketers use a form of competitive advertis- 
ing called comparative advertising, which compares the sponsored brand with one or 
more identified competing brands on the basis of one or more product characteristics. 
Advil PM, for example, used comparative advertising to promote the effectiveness of its 
over-the-counter sleeping pill as compared to Tylenol PM. Often, the brands that are 
promoted through comparative advertisements have low market shares and are compared 
with competitors that have the highest market shares in the product category. Product 
categories that commonly use comparative advertising include soft drinks, toothpaste, 
pain relievers, foods, tires, automobiles, and detergents. Under the provisions of the 
1988 Trademark Law Revision Act, marketers using comparative advertisements in the 
United States must not misrepresent the qualities or characteristics of competing prod- 
ucts. Other countries may have laws that are stricter or less strict with regard to compara- 
tive advertising. 

Other forms of competitive advertising include reminder and reinforcement advertis- 
ing. Reminder advertising tells customers that an established brand is still around and still 
offers certain characteristics, uses, and advantages. Clorox, for example, reminds customers 
about the many advantages of its bleach products, such as their ability to kill germs, whiten 
clothes, and remove stains. Reinforcement advertising assures current users that they have 
made the right brand choice and tells them how to get the most satisfaction from that brand. 
Insurance companies such as Geico encourage potential new customers to spend 15 minutes 
on the phone getting an insurance quote and save 15 percent or more on their policy. Value 
propositions such as Geico’s can provide reinforcement to consumers that they are making a 
good decision as a new or current customer. 
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Developing an Advertising 
Campaign 


An advertising campaign involves designing a series of advertisements and placing them 
in various advertising media to reach a particular target audience. As Figure 17.1 shows, 
the major steps in creating an advertising campaign are (1) identifying and analyzing the 
target audience, (2) defining the advertising objectives, (3) creating the advertising platform, 
(4) determining the advertising appropriation, (5) developing the media plan, (6) creating 
the advertising message, (7) executing the campaign, and (8) evaluating advertising effective- 
ness. The number of steps and the exact order in which they are carried out may vary accord- 
ing to the organization’s resources, the nature of its product, and the type of target audience 
to be reached. Nevertheless, these general guidelines for developing an advertising campaign 
are appropriate for all types of organizations. 


IDENTIFYING AND ANALYZING THE [ARGET 
AUDIENCE 


The target audience is the group of people at whom advertisements are aimed. 
Advertisements for the Dyson vacuum cleaner target more affluent home owners, whereas 
the Dirt Devil targets lower- to middle-income households. Identifying and analyzing the 
target audience are critical processes; the information yielded helps determine other steps 
in developing the campaign. The target audience may include everyone in the firm’s target 
market. Marketers may, however, direct a campaign at only a portion of the target mar- 
ket. For instance, companies like Kraft Foods and Anheuser-Busch InBev are targeting the 
Latino population with Spanish-language advertising and other promotions. Interestingly, 
Pizza Patron, a 100-unit pizza chain traditionally geared toward Hispanic consumers, is 
taking greater pains to attract English speakers. Its efforts include adding more English on 
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Target Audience 
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its menus and allocating 70 percent of its advertising 
budget toward English-language advertising on radios 
and televisions.’ 

Advertisers research and analyze advertising tar- 
gets to establish an information base for a campaign. 
Information commonly needed includes location and 
geographic distribution of the target group; the distri- 
bution of demographic factors, such as age, income, 
race, gender, and education; lifestyle information; and 
consumer attitudes regarding purchase and use of both 
the advertisers products and competing products. The 
exact kinds of information an organization finds use- 
ful depend on the type of product being advertised, the 
characteristics of the target audience, and the type and 
amount of competition. Generally, the more an adver- 
tiser knows about the target audience, the more likely 
the firm is to develop an effective advertising campaign. 
When MIT students and their professor developed the 
iRobot Roomba Vacuum Cleaning Robot, they knew 
their target market would embrace a robot that helped 
in cleaning. Created in 1990, today iRobot is a $300 
million publically traded company.° When the advertis- 
ing target is not precisely identified and properly ana- 
lyzed, the campaign may fail. 


Courtesy of the Advertising Archives 


DEFINING THE ADVERTISING 


OBJECTIVES 
The Gap stores consist of Old Navy, The Gap, and Banana Republic, all 
with different target markets. Banana Republic, for example, targets The advertiser's next step is to determine what the firm 
individuals who have more to spend on upscale clothes. hopes to accomplish with the campaign. Because adver- 


tising objectives guide campaign development, adver- 

tisers should define objectives carefully. Advertising 
objectives should be stated clearly, precisely, and in measurable terms. Precision and measur- 
ability allow advertisers to evaluate advertising success at the end of the campaign in terms of 
whether objectives have been met. To provide precision and measurability, advertising objec- 
tives should contain benchmarks and indicate how far the advertiser wishes to move from 
these standards. If the goal is to increase sales, the advertiser should state the current sales 
level (the benchmark) and the amount of sales increase sought through advertising. An adver- 
tising objective should also specify a time frame so that advertisers know exactly how long 
they have to accomplish the objective. An advertiser with average monthly sales of $450,000 
(the benchmark) might set the following objective: “Our primary advertising objective is to 
increase average monthly sales from $450,000 to $540,000 within 12 months.” 

If an advertiser defines objectives on the basis of sales, the objectives focus on increasing 
absolute dollar sales or unit sales, increasing sales by a certain percentage, or increasing the 
firm’s market share. Even though an advertiser's long-run goal is to increase sales, not all cam- 
paigns are designed to produce immediate sales. Some campaigns aim to increase product or 
brand awareness, make consumers’ attitudes more favorable, heighten consumers’ knowledge 
of product features, or create awareness of positive, healthy consumer behavior such as non- 
smoking. If the goal is to increase product awareness, the objectives are stated in terms of 
communication. A specific communication objective might be to increase product feature 
awareness from 0 to 40 percent in the target audience by the end of six months. 
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CREATING THE ADVERTISING 
PLATFORM 


Before launching a political campaign, party leaders develop a 
political platform stating major issues that are the basis of the 
campaign. Like a political platform, an advertising platform 
consists of the basic issues or selling points that an advertiser 
wishes to include in the advertising campaign. For instance, 
Best Buy advertises that if you buy new technology now, it 
will buy it back when it is time to upgrade. A single advertise- 
ment in an advertising campaign may contain one or several 
issues from the platform. Although the platform sets forth the 
basic issues, it does not indicate how to present them. 

An advertising platform should consist of issues impor- 
tant to customers. One of the best ways to determine those 
issues is to survey customers about what they consider most 
important in the selection and use of the product involved. 
Selling features must not only be important to customers, 
they should also be strongly competitive features of the 
advertised brand. For instance, E*Trade capitalizes upon its 
positioning of “liberation and value.” E*Trade is a competi- 
tively priced investment tool that offers easily accessible and 
usable investor features. Customer research validates the value 
proposition’s use in E*Trade advertising.’ Although research 
is the most effective method for determining what issues to 
include in an advertising platform, it is expensive. Therefore, 
an advertising platform is most commonly based on opin- 
ions of personnel within the firm and of individuals in the 
advertising agency, if an agency is used. This trial-and-error 
approach generally leads to some successes and some failures. 


Entrepreneurship in Marketing 


Schibsted Excels at Online 
Classified Ads 


Most companies try to avoid cannibalizing their existing 
products. Not Norwegian media group Schibsted, 
founded in 1839 by Christian Michael Schibsted. 

The company embraced the opportunity to invest in 
the online classifieds business, knowing this could 
cannibalize its print ads. As a result, Schibsted currently 
runs the third largest global online classifieds service, 
behind Craigslist and eBay. Though it was founded 
more than 150 years ago as a print media company, 
Schibsted’s ability to adapt has helped it thrive. 
Although it still produces print publications, its online 
classifieds business is in 22 countries and makes up 

for losses in print revenue. Schibsted’s online classified 
listings are free, although the company will give ads 
better placement for a fee. Because operation costs 

are low, it is easier to profit online. When Schibsted 
runs into competition, it often seeks to buy or merge 
with the competing company, thereby curtailing the 
competition and adding to its own growth. Thanks to its 
perseverance and willingness to take risks, Schibsted is 
succeeding where similar companies are faltering.’ 


Because the advertising platform is a base on which to build the advertising message, 


marketers should analyze this stage carefully. A campaign can be perfect in terms of selec- 
tion and analysis of its target audience, statement of its objectives, media strategy, and the 
form of its message. But the campaign will ultimately fail if the advertisements communicate 
information that consumers do not deem important when selecting and using the product. . 


DETERMINING THE ADVERTISING APPROPRIATION 


The advertising appropriation is the total amount of money a marketer allocates for advertising 
for a specific time period. To increase consumer response rates to the 2010 Census, the U.S. gov- 
ernment budgeted $340 million on promotional campaigns, of which $140 million was for paid 
television advertising. It is difficult to determine how much to spend on advertising for a specific 
period because the potential effects of advertising are so difficult to measure precisely. However, 
data from previous U.S. Census periods underscore the importance of advertising. To reduce 
costs, the U.S. Census Bureau began mailing census forms to citizens in 1970. That same year, 
the response rate was 78 percent. In 1980, the number of returned forms was 75 percent, with a 
significant fall-off in 1990 to 65 percent. In 2000, to assist in reversing the falling response rate, 
the Census Bureau started to advertise. The advertising effort resulted in a 67 percent response 
rate. Was the investment in advertising worth the money? It is estimated that each 1 percent 
increase in response rate on the Census saves the U.S. government $85 million.’ 


advertising platform 
Basic issues or selling points to 
be included in an advertising 
campaign 


advertising 
appropriation 

The advertising budget for a 
specific time period 
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Many factors affect a firm’s decision about how much to appropriate for advertising. 
Geographic size of the market and the distribution of buyers within the market have a great 
bearing on this decision. Both the type of product advertised and the firm’s sales volume 
relative to competitors’ sales volumes also play roles in determining what proportion of 
revenue to spend on advertising. Advertising appropriations for business products are usu- 
ally quite small relative to product sales, whereas consumer convenience items, such as soft 
drinks, soaps, and cosmetics, generally have large advertising expenditures relative to sales. 
Table 17.1 shows the top 10 advertisers for 2010. 

Of the many techniques used to determine the advertising appropriation, one of the 
most logical is the objective-and-task approach. Using this approach, marketers determine 
the objectives a campaign is to achieve and then attempt to list the tasks required to accom- 
plish them. The costs of the tasks are calculated and added to arrive at the total appropria- 
tion. This approach has one main problem: marketers sometimes have trouble accurately 
estimating the level of effort needed to attain certain objectives. A coffee marketer, for exam- 
ple, may find it extremely difficult to determine how much of an increase in national televi- 
sion advertising is needed to raise a brand’s market share from 8 to 10 percent. 

In the more widely used percent-of-sales approach, marketers simply multiply the 
firm’s past sales, plus a factor for planned sales growth or decline, by a standard percentage 
based on both what the firm traditionally spends on advertising and the industry average. 
This approach, too, has a major flaw: it is based on the incorrect assumption that sales cre- 
ate advertising rather than the reverse. A marketer using this approach during declining 
sales will reduce the amount spent on advertising, but such a reduction may further dimin- 
ish sales. Though illogical, this technique has been favored because it is easy to implement. 

Another way to determine advertising appropriation is the competition-matching 
approach. Marketers following this approach try to match their major competitors’ 
appropriations in absolute dollars or to allocate the same percentage of sales for advertising 
that their competitors do. Although a marketer should be aware of what competitors spend on 


advertising, this technique should not be used alone because the firm’s competitors probably 
have different advertising objectives and different resources available for advertising. Many 
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Rank | Company Expenditures (in Millions of U.S. Dollars) 
1 Procter & Gamble Co. $4,188.9 


: 2 Verizon Communications Inc. 3,020.0 


3 AT&T 2,797.0 
4 General Motors Corp. 2,214.9 
5 Pfizer 2,097.0 

Johnson & Johnson 2,060.9 
7 Walt Disney Corp. 2,003.8 
8 Time Warner 1,848.1 


9 L’Oreal 1,833.6 


oO’ 


» 10 | Kraft 1,748.4 


Source: “Marketer Trees 2010,” Advertising Age, http://adage.com/marketertrees2010update/ 
(accessed February 2, 2011). 
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companies and advertising agencies review competitive spending on a quarterly basis, compar- 
ing competitors’ dollar expenditures on print, radio, and television with their own spending 
levels. Competitive tracking of this nature occurs at both the national and regional levels. 

At times, marketers use the arbitrary approach, which usually means a high-level execu- 
tive in the firm states how much to spend on advertising for a certain period. The arbitrary 
approach often leads to underspending or overspending. Although hardly a scientific budget- 
ing technique, it is expedient. 

Deciding how large the advertising appropriation should be is critical. If the appropria- 
tion is set too low, the campaign cannot achieve its full potential. When too much money is 
appropriated, overspending results, and financial resources are wasted. 


DEVELOPING THE MEp1A PLAN 


As Figure 17.2 shows, advertisers spend tremendous amounts on advertising media. These 
amounts have grown rapidly during the past two decades. To derive maximum results from 
media expenditures, marketers must develop effective media plans. A media plan sets forth the 
exact media vehicles to be used (specific magazines, television stations, social media, newspapers, 
and so forth) and the dates and times the advertisements will appear. The plan determines how 
many people in the target audience will be exposed to the message. Table 17.2 illustrates how 
advertising through digital media formats is expected to grow. The method also determines, to 


some degree, the effects of the message on those specific target markets. Media planning is a arbitrary approach 
complex task requiring thorough analysis of the target audience. Sophisticated computer mod- Budgeting for an advertising 
els have been developed to attempt to maximize the effectiveness of media plans. campaign as specified by a high- 


To formulate a media plan, the planners select the media for the campaign and prepare level executive in the firm 


a time schedule for each medium. The media planner’s primary goal is to reach the largest 


number of people in the advertising target that the budget will allow. A secondary goal is to media plan 
achieve the appropriate message reach and frequency for the target audience while staying A plan that specifies the 
within budget. Reach refers to the percentage of consumers in the target audience actually media vehicles to be used 


and the schedule for running 
advertisements 


exposed to a particular advertisement in a stated period. Frequency is the number of times 
these targeted consumers are exposed to the advertisement. 


Media Plan 
The Budweiser Clydesdale horses 
are part of the company’s print 


and broadcast media plan. 
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FIGURE 17.2 Advertising Spending by Media Category: 1985, 2007, and 2010 _ 


M2010 (2007 1985 


Dollars Cin billions) 


Internet Business Direct Outdoor Radio Television Magazine Newspaper 
press mail 


Source: Total U.S. Advertising Spending by Medium ($ in millions), Advertising Age, October 27, 2009 www.businessinsidencom/us-advertising- 
spending-by-medium-2009-10 (accessed March 29, 2010). 


TABLE 17.2 U.S. Online Ad Spending Forecasts (in Billions), 2010-2015. 


2010 2011 2012 2013 2014 2015 


Search $12.00 $14.38 $17.03 $18.85 $20.19 SAipSe 


Classifieds and 2.60 3.00 3.35 3.65 3.98 4.29 
directories 
Video 1.42 2.16 3.09 4.20 5.64 WN 


Rich media Reid Sa ee | 1.73 1.68 
Lead generation bier |e |e | 1.47 1.50 152 
Sponsorships i asa ee 1.32 1.47 
Total $45.50 $49.50 


Source: “Online Advertising Market Poised to Grow 20% in 2011,” eMarketer, December 2010, www.emarketer 
.com/PressRelease.aspx?R=1008432 (accessed August 5, 2011). 
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Media planners begin with broad decisions but eventually make very specific ones. They 
first decide which kinds of media to use: radio, television, newspapers, digital advertising, 
magazines, direct mail, outdoor displays, or signs on mass transit vehicles. Digital market- 
ing in particular is growing, with companies allocating 12 percent of advertising spending to 
digital outlets, and it is projected to grow to 21 percent in five years. Media planners assess 
different formats and approaches to determine which are most effective. Some media plans 
are highly focused and use just one medium. Others can be quite complex and dynamic. 

Media planners take many factors into account when devising a media plan. They analyze loca- 
tion and demographic characteristics of consumers in the target audience because people's tastes in 
media differ according to demographic groups and locations. Media planners also consider the sizes 
and types of audiences that specific media reach. For instance, Glamour magazine reaches relatively 
affluent women who are interested in fashion. Approximately 75 percent of its readership has a 
household income of more than $75,000 with a median age of 35. Many marketers of cosmetics, 
clothing, and fashion items would consider this an attractive demographic.'? Declining broadcast 
television ratings and newspaper and magazine readership have led many companies to explore alter- 
native media, including not only cable television and digital advertising but also ads on cell phones 
and product placements in video games. Nissan is offering an alternative medium for advertising 
on its trucks. With the introduction of its first commercial trucks into America, Nissan is offering 
companies the chance to include up to 70 square feet of advertising on these trucks for no charge." 
New media like social networking sites are also attracting advertisers due to their large reach. As 
Figure 17.3 demonstrates, in 2010 online advertisements surpassed newspaper ads for the first time. 

The rise in digital marketing is creating a dramatic shift for advertising agencies. Whereas 
competition came mostly from other agencies before, today professional ad agencies face 
competition from amateur ad makers (consider the Doritos ad that won the 2009 Super 
Bowl Ad Meter) along with technology companies. For instance, crowdsourcing by organiza- 
tions such as Victor & Spoils is placing the roles of traditional advertising agencies into the 
hands of creatives across the world. Digital marketing is not reduced to one medium, but 
can include platforms such as social networks, ebooks, iPads, geotargeting, and mobile apps. 


Agencies that choose to embrace the new advertising media are facing challenges in adapting 
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Digital Advertising 
Heinz held a competition 
for consumers to submit TV 
commercials and let viewers 
select the winner. 


PART 7: PROMOTION DECISIONS 


ABOUT THE VIEW THE VIEW 
CHALLENGE WINNERS TAKE 2 VIDEOS 


AND THE WINNER IS... 


NOW WE CAN EAT 
paesiie deg ae MATT COZZA, CHICAGO, IL 
cut and submitted. Our 
.. a : 
chase the 10 semifinals = > WATCH THE WINNING VIDEO 4 
And you chase the winner, # ———— 


Matt Cozza! Check out the fe j 
winning video. ; AND THE RUNNER UPS: 


HEINZ GENERATIONS STILL GOING HEINZ MAGICIAN LIFE LESSONS 


WEINZ 


Privacy Policy | SiteMap | Official Rujes | Heinz 
© H.J. Heinz Company, L.P, 2007 


but are finding increased profitability along the way. One success story is the Old Spice Man 
“social media blitz” coordinated by ad agency Wieden + Kennedy. The humorous “The Man 
Your Man Can Smell Like” campaign featured former NFL receiver Isaiah Mustafa, who 
claimed that even though most men cannot look like him, they can still smell like him with 
Old Spice. Wieden + Kennedy created 200 YouTube videos in a mere 48 hours.’ 

The content of the message sometimes affects media choice. Print media can be used 
more effectively than broadcast media to present complex issues or numerous details in sin- 
gle advertisements. If an advertiser wants to promote beautiful colors, patterns, or textures, 
media offering high-quality color reproduction, such as magazines or television, should be 
used instead of newspapers. For example, food can be effectively promoted in full-color mag- 
azine advertisements but far less effectively in black and white media. 

The cost of media is an important but troublesome consideration. Planners try to obtain 
the best coverage possible for each dollar spent. However, there is no accurate way to com- 
pare the cost and impact of a television commercial with the cost and impact of a newspaper 
advertisement. A cost comparison indicator lets an advertiser compare the costs of several 
vehicles within a specific medium (such as two magazines) in relation to the number of 
people each vehicle reaches. The cost per thousand impressions (CPM) is the cost comparison 
indicator for magazines; it shows the cost of exposing 1,000 people to one advertisement. 

Figures 17.2 and 17.3 show the extent to which digital advertising is growing. Emerging 
media are being used more extensively in light of media fragmentation and decline in tradi- 
tional media (newspapers and radio). Media are selected by weighing the various advantages 
and disadvantages of each (see Table 17.3). 

Like media selection decisions, media scheduling decisions are affected by numerous 
factors, such as target audience characteristics, product attributes, product seasonality, cus- 
tomer media behavior, and size of the advertising budget. There are three general types of 
media schedules: continuous, flighting, and pulsing. When a continuous schedule is used, 
advertising runs at a constant level with little variation throughout the campaign period. 
McDonald's is an example of a company that uses a continuous schedule. With a flighting 
schedule, advertisements run for set periods of time, alternating with periods in which no 
ads run. For example, an advertising campaign might have an ad run for two weeks, then 
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Medium 


Newspapers 


Magazines 


Direct mail 


Radio 


Television 


Internet 


Yellow Pages 


Outdoor 


Advantages 


Reaches large audience; purchased to be read; 
geographic flexibility; short lead time; frequent 


publication; favorable for cooperative advertis- 
ing; merchandising services 


Demographic selectivity; good reproduction; 
long life; prestige; geographic selectivity when 
regional issues are available; read in leisurely 

manner 


Little wasted circulation; highly selective; circu- 
lation controlled by advertiser; few distractions; 
personal; stimulates actions; use of novelty; 

relatively easy to measure performance; hidden 
from competitors 


Reaches 95 percent of consumers; highly mobile 
and flexible; very low relative costs; ad can be 
changed quickly; high level of geographic and 
demographic selectivity; encourages use of 
imagination 


Reaches large audiences; high frequency avail- 
able; dual impact of audio and video; highly visi- 
ble; high prestige; geographic and demographic 
selectivity; difficult to ignore 


Immediate response; potential to reach a pre- 
cisely targeted audience; ability to track cus- 
tomers and build databases; highly interactive 
medium 


Wide availability; action and product category 
oriented; low relative costs; ad frequency and 
longevity; nonintrusive 


Allows for frequent repetition; low cost; mes- 
sage can be placed close to point of sale; geo- 
graphic selectivity; operable 24 hours a day; 

high creativity and effectiveness 


.3__Advantages and Disadvantages of Major MediaClasses— 


Disadvantages 


Not selective for socioeconomic groups or target 
market; short life; limited reproduction capabili- 
ties; large advertising volume limits exposure to 
any one advertisement 


High costs; 30- to 90-day average lead time; 
high level of competition; limited reach; com- 
municates less frequently 


Very expensive; lacks editorial content to attract 
readers; often thrown away unread as junk mail; 
criticized as invasion of privacy; consumers must 
choose to read the ad 


Lacks visual imagery; short life of message; lis- 
teners’ attention limited because of other activi- 
ties; market fragmentation; difficult buying pro- 
cedures; limited media and audience research 


Very expensive; highly perishable message; size 
of audience not guaranteed; amount of prime 
time limited; lack of selectivity in target market 


Costs of precise targeting are high; inappropri- 
ate ad placement; effects difficult to measure; 
concerns about security and privacy 


Market fragmentation; extremely localized; slow 
updating; lack of creativity; long lead times; 
requires large space to be noticed 


Message must be short and simple; no demo- 
graphic selectivity; seldom attracts readers’ full 
attention; criticized as traffic hazard and blight 
on countryside; much wasted coverage; limited 
capabilities 


Sources: William F. Arens, Contemporary Advertising (Burr Ridge, IL: Irwin/McGraw-Hill, 2011); George E. Belch and Michael Belch, Advertising and 
Promotion (Burr Ridge, IL: Irnwin/McGraw-Hill, 2011). 


suspend it for two weeks, and then run it again for two weeks. Companies such as Hallmark, 
John Deere, and Ray-Ban use a flighting schedule. A pulsing schedule combines continuous 
and flighting schedules: during the entire campaign, a certain portion of advertising runs 
continuously, and during specific time periods of the campaign, additional advertising is 
used to intensify the level of communication with the target audience. 
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CREATING THE ADVERTISING 
MESSAGE 


The basic content and form of an advertising message are 
a function of several factors. A product’s features, uses, and 
benefits affect the content of the message. Characteristics 
of the people in the target audience—gender, age, edu- 
cation, race, income, occupation, lifestyle, life stage, and 
other attributes—influence both content and form. For 
instance, gender affects how people respond to advertis- 
ing claims that use hedging words such as may and prob- 
ably and pledging words such as definitely and absolutely. 
(ey 35-44 ee is Researchers have found that women respond negatively 

to both types of claims, but pledging claims have little 
effect on men.'’ When Procter & Gamble promotes Crest 


Percentage More Likely 
to Buy Product 


Age 


Source: Adweek Media/Harris Poll, “National Pride Matters as Three in Five Americans More Likely to toothpaste to children, the company emphasizes daily 
Purchase Product When Ad Emphasizes ‘Made in America,’” October 8, 2010, www.harrisinteractive 5 ‘ , 
com/NewsRoom/HarrisPolls/tabid/447/ctl/ReadCustom%20Default/mid/1508/Articleld/580/Default.aspx brushing and Cavity control, focusing on fun and good 


(accessed August 6, 2011) 


flavors like bubblegum. When marketing Crest to adults, 
P&G focuses on functionality, stressing whitening, enamel protection, breath enhancement, 
and tartar and plaque control. To communicate effectively, advertisers use words, symbols, and 
illustrations that are meaningful, familiar, and appealing to people in the target audience. 

An advertising campaign’s objectives and platform also affect the content and form of 
its messages. If a firm’s advertising objectives involve large sales increases, the message may 
include hard-hitting, high-impact language, symbols, and messages. The Geico “gecko,” 
Snuggle Bear, and Pillsbury Doughboy are all examples of brand characters or mascots. 
When campaign objectives aim to increase brand awareness, the message may use much 
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FIGURE 


repetition of the brand name, words, illustrations, or characters associated with it. Thus, the 
advertising platform is the foundation on which campaign messages are built. 

Choice of media obviously influences the content and form of the message. Effective outdoor 
displays and short broadcast spot announcements require concise, simple messages. Magazine and 
newspaper advertisements can include considerable detail and long explanations. Because several 
kinds of media offer geographic selectivity, a precise message can be tailored to a particular geo- 
graphic section of the target audience. Some magazine publishers produce regional issues, in which 
advertisements and editorial content of copies appearing in one geographic area differ from those 
appearing in other areas. As Figure 17.4 shows, Time magazine publishes eight regional issues. A 
company advertising in 7ime might decide to use one message in the New England region and 
another in the rest of the nation. A company may also choose to advertise in only one region. Such 
geographic selectivity lets a firm use the same message in different regions at different times. 


Copy 


Copy is the verbal portion of an advertisement and may include headlines, subheadlines, 
body copy, and a signature. Not all advertising contains all of these copy elements. Even 
handwritten notes on direct-mail advertising that say, “Try this. It works!” seem to increase 
requests for free samples.'* The headline is critical because often it is the only part of the copy 
that people read. It should attract readers’ attention and create enough interest to make them 
want to read the body copy or visit the website. The subheadline, if there is one, links the 
headline to the body copy and sometimes serves to explain the headline. 

Body copy for most advertisements consists of an introductory statement or paragraph, 
several explanatory paragraphs, and a closing paragraph. Some copywriters have adopted 
guidelines for developing body copy systematically: (1) identify a specific desire or problem, 
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(2) recommend the product as the best way to satisfy that desire or solve that problem, 
(3) state product benefits and indicate why the product is best for the buyer’s particular 
situation, (4) substantiate advertising claims, and (5) ask the buyer to take action. When 
substantiating claims, it is important to present the substantiation in a credible manner. 
The proof of claims should help strengthen both the image of the product and company 
integrity. A shortcut explanation of what much advertising is designed to accomplish is the 
AIDA model. Advertising should create awareness, produce interest, create desire, and ulti- 
mately result in a purchase (action). Typeface selection can help advertisers create a desired 
impression using fonts that are engaging, reassuring, or very prominent.” 

The signature identifies the advertisement’s sponsor. It may contain several elements, 
including the firm’s trademark, logo, name, and address. The signature should be attractive, 
legible, distinctive, and easy to identify in a variety of sizes. 

Because radio listeners often are not fully “tuned in” mentally to what they’re hearing 
on the radio, radio copy should be informal and conversational to attract listeners’ atten- 
tion. Radio messages are highly perishable and should consist of short, familiar terms, which 
increase their impact. The length should not require a rate of speech exceeding approxi- 
mately 2.5 words per second. 

In television copy, the audio material must not overpower the visual material, and vice 
versa. However, a television message should make optimal use of its visual portion, which 
can be very effective for product use, applications, and demonstrations. Copy for a televi- 
sion commercial is sometimes initially written in parallel script form. Video is described in 
the left column and audio in the right. When the parallel script is approved, the copywriter 
and artist combine copy with visual material by using a storyboard, which depicts a series 
of miniature television screens showing the sequence of major scenes in the commercial. 
Beneath each screen is a description of the audio portion to be used with that video segment. 

Technical personnel use the storyboard as a blueprint when 
producing the commercial. 


Artwork 


Artwork consists of an advertisement’s illustrations and lay- 
out. Illustrations are often photographs but can also be draw- 
ings, graphs, charts, and tables. Illustrations are used to draw 
attention, encourage audiences to read or listen to the copy, 
communicate an idea quickly, or communicate ideas that are 
difficult to express. Illustrations can be more important in cap- 


IPERFECT FOR LAUGHTER LINES © turing attention than text or brand elements, independent of 
s/AND CHAT-UP LINES. size.!° They are especially important because consumers tend 


Illustration 


Components of a Print Ad 


NIVEA Visage has put 


ice eae oncr< ae to recall the visual portions of advertisements better than the 
sal verbal portions. Advertisers use a variety of illustration tech- 
niques. They may show the product alone, in a setting, or in 
use, or show the results of the product’s use. Illustrations can 
also take the form of comparisons, contrasts, diagrams, and 
testimonials. 
The layout of an advertisement is the physical arrange- 
ment of the illustration and the copy (headline, subheadline, 
body copy, and signature). These elements can be arranged in 


ANTI-WRINKLE 


Courtesy of the Advertising Archives 


many ways. The final layout is the result of several stages of 
‘This Nivea ad contains most of the components of a print ad, layout preparation. As it moves through these stages, the layout 
including a headline, body copy, signature, and illustration. promotes an exchange of ideas among people developing the 


Not all print ads contain all of these components. 


advertising campaign and provides instructions for production 
personnel. 
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Hyperlocal Websites Challenge 
Traditional Newspapers 


s more people push newspapers aside in favor of 

online news, hyperlocal news websites are flourish- 

ing. Hyperlocal news sites publish content often 
ignored by larger news organizations, focusing solely on the 
local community. Because hyperlocal sites tend to incorporate 
everyday residents as writers, marketers may be tempted to 
discard their significance. However, a study revealed that 1 in 
10 hyperlocal sites produce high-quality content rivaling that 
of traditional news organizations. Some sites, such as westse- 


organizations and marketers are taking notice. For instance, 
Every Block—a site posting local news pertaining to 16 major 
cities—was acquired by msnbc.com. Some major news 
organizations are beginning to invest in their own hyperlo- 
cal sites. Additionally, advertisers are beginning to recognize 
the opportunities that marketing through hyperlocal media 


can offer, including the ability to target a more specific area 
or market. As traditional newspapers decline, new media are 


emerging that more effectively meet consumers’ changing 


attleblog.com, are now earning six-figure profits. Both news needs.° 


EXECUTING THE CAMPAIGN 


Execution of an advertising campaign requires extensive planning and coordination because 
many tasks must be completed on time and several people and firms are involved. Production 
companies, research organizations, media firms, printers, and commercial artists are just a 
few of the people and firms contributing to a campaign. 

Implementation requires detailed schedules to ensure that various phases of the work are 
done on time. Advertising management personnel must evaluate the quality of the work and take 
corrective action when necessary. Nutrisystem, for example, had to rethink using celebrity endors- 
ers for its prepackaged, low-calorie meals after experiencing declining sales. The company made 
a strategic decision to begin using more testimonials from customers in its advertising instead. 
Nutrisystem hopes this new marketing strategy will make the ads appear more real and personal 
for viewers.'” In some instances, changes are made during the campaign so it meets objectives 
more effectively. Sometimes, one firm develops a campaign and another executes it. 


EVALUATING ADVERTISING EFFECTIVENESS 


A variety of ways exist to test the effectiveness of advertising. They include measuring 
achievement of advertising objectives; assessing effectiveness of copy, illustrations, or layouts; 
and evaluating certain media. 

Advertising can be evaluated before, during, and after the campaign. An evaluation per- 
formed before the campaign begins is called a pretest. A pretest usually attempts to evaluate 
the effectiveness of one or more elements of the message. To pretest advertisements, market- 
ers sometimes use a consumer jury, a panel of existing or potential buyers of the advertised 
product. Jurors judge one or several dimensions of two or more advertisements. Such tests 
are based on the belief that consumers are more likely than advertising experts to know what 
influences them. Companies can also solicit the assistance of marketing research firms such 


as Information Resources Inc. (IRI) to help assess ads. 
To measure advertising effectiveness during a campaign, marketers usually rely on “inqui- 
ries.” In a campaign’s initial stages, an advertiser may use several advertisements simultaneously, 
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each containing a coupon, form, toll-free phone number, or website through which potential 
customers can request information. The advertiser records the number of inquiries returned 
from each type of advertisement. If an advertiser receives 78,528 inquiries from advertisement 
A, 37,072 from advertisement B, and 47,932 from advertisement C, advertisement A is judged 
superior to advertisements B and C. Internet advertisers can also assess how many people 
“clicked” on an ad to obtain more product information. The outdoor advertising industry has 
created a system called “Eyes On” to determine the audiences likely to see an ad, with demo- 
graphic and ethnographic data included. Previous measurement systems used Daily Effective 
Circulation that essentially evolved around traffic counts, not on interested audiences." 

Evaluation of advertising effectiveness after the campaign is called a posttest. Advertising 
objectives often determine what kind of posttest is appropriate. If the objectives’ focus is 
on communication—to increase awareness of product features or brands or to create more 
favorable customer attitudes—the posttest should measure changes in these dimensions. 
Advertisers sometimes use consumer surveys or experiments to evaluate a campaign based on 
communication objectives. These methods are costly, however. In posttests, generalizations 
can be made about why advertising is failing or why media vehicles are not delivering the 
desired results. Table 17.4 shows some of the beliefs about why digital advertising is failing to 
deliver to audiences and create the response rates that advertisers hope for.'” 

For campaign objectives stated in terms of sales, advertisers should determine the change 
in sales or market share attributable to the campaign. For example, after a six-month tourism 
campaign, the increase of visitors to Cook Islands (a group of islands in the South Pacific 
Ocean) contributed an additional $8 million into the local economy.”” However, changes 
in sales or market share brought about by advertising cannot be measured precisely; many 
factors independent of advertisements affect a firm’s sales and market share. Competitors’ 
actions, regulatory actions, and changes in economic conditions, consumer preferences, and 
weather are only a few factors that might enhance or diminish a company’s sales or market 
share. By using data about past and current sales and advertising expenditures, advertisers 
can make gross estimates of the effects of a campaign on sales or market share. 

Because it is difficult to determine the direct effects of advertising on sales, many advertis- 
ers evaluate print advertisements according to how well consumers can remember them. The 
marketers of HeadOn, a pain reliever, used endless repetition to help consumers recall their 


_ Digital Advertising’s Shortcoming 


1. | Overly detail-focused. 

2. | Too long to reach the point. 
3. | Message is unclear. e 
4. | Boring or very unattractive design that fails to catch audience’s attention. 


5. | Use of “flash” technology for the sake of flash—not for effectively reaching the target 


i audience. ie 
: 6. | Often visually hard to decipher or read. 4 
: 7. | Short on recognition of benefits. Q 
: 8. | Focused Internet users are often angered by promotional messages that do not deliver iy 
u immediate messages of interest. Q 


Source: Adapted from Philip W. Sawyer, “Why Most Digital Ads Still Fail to Work,” Advertising Age, January 27, 2010, http:// 
adage.com/digitalnext/post?article_id=141751 (accessed April 9, 2010). 
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product and gain rapid sales growth, from $1.9 million to $6.5 
million in just one year.’ Researchers have found that ads that 
play on the theme of social desirability are more memorable when 
viewed in the presence of other people. 


Marketing Debate 


Posttest methods based on memory include recognition and 
recall tests. Such tests are usually performed by research organi- 
zations through surveys. In a recognition test, respondents are ISSUE: Should advertising in schools be allowed? 
shown the actual advertisement and asked whether they recog- 
nize it. If they do, the interviewer asks additional questions to 
determine how much of the advertisement each respondent read. 
When recall is evaluated, respondents are not shown the actual 
advertisement but instead are asked about what they have seen 
or heard recently. For Internet advertising, research suggests that 
the longer a person is exposed to a website containing a banner 
advertisement, the more likely he or she is to recall the ad.” 

Recall can be measured through either unaided or aided recall 
methods. In an unaided recall test, respondents identify advertise- 
ments they have seen recently but are not shown any clues to help 
them remember. A similar procedure is used with an aided recall 
test, but respondents are shown a list of products, brands, com- 


Marketing on School Property 


As school budgets decrease, many districts are 
contracting to allow advertising on permission slips, 
lockers, cafeteria tables, and the outsides of school 
buildings. The Kentucky House has voted to allow school 
districts to permit advertising on buses. Some argue that 
children see too much advertising as it is. Parents also 
lose control over what their children see. On the flip side, 
budget cuts are eliminating critical school programs. 
Advertising can generate revenue to maintain these 
programs. These schools promise that advertisers will 

be screened and only age-appropriate content will be 
permitted. Should schools draw the line on this issue, 

or should they allow advertising to support important 


pany names, or trademarks to jog their memories. Schering-Plough, 
programs?s 


maker of products such as Claritin, Dr. Scholl’s, Coppertone, and 
other pharmaceutical and packaged goods, is increasing its use of 
digital out-of-home advertising. Claritin’s digital, out-of-home 
advertising produced increased purchase intent among 26 percent 
of those surveyed, with 73 percent of allergy sufferers reporting increased purchase intent. The 
unaided ad recall was 9 percent, and the aided ad recall was 38 percent. Results such as these show 
promise for increasing the variety and location of advertising.”? Several research organizations, 
such as Daniel Starch, provide research services that test recognition and recall of advertisements. 

The major justification for using recognition and recall methods is that people are more 
likely to buy a product if they can remember an advertisement about it than if they cannot. 
However, recalling an advertisement does not necessarily lead to buying the product or brand 
advertised. Researchers also use a sophisticated technique called single-source data to help 
evaluate advertisements. With this technique, individuals’ behaviors are tracked from televi- 
sion sets to checkout counters. Monitors are placed in preselected homes, and microcomput- 
ers record when the television set is on and which station is being viewed. At the supermarket 
checkout, the individual in the sample household presents an identification card. Checkers 
then record the purchases by scanner, and data are sent to the research facility. Some single- 
source data companies provide sample households with scanning equipment for use at home 
to record purchases after returning from shopping trips. Single-source data supplies informa- 
tion that links exposure to advertisements with purchase behavior. 


Who Develops the Advertising 
Campaign? 


An advertising campaign may be handled by an individual, a few people within a firm, a 
firm’s own advertising department, or an advertising agency. 

In very small firms, one or two individuals are responsible for advertising (and for many 
other activities as well). Usually, these individuals depend heavily on personnel at local news- 
papers and broadcast stations for copywriting, artwork, and advice about scheduling media. 
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In certain large businesses, especially large retail organizations, advertising departments 
create and implement advertising campaigns. Depending on the size of the advertising 
program, an advertising department may consist of a few multiskilled individuals or a 
sizable number of specialists, including copywriters, artists, media buyers, and technical 
production coordinators. Advertising departments sometimes obtain the services of 
independent research organizations and hire freelance specialists when a particular project 
requires it. 

Many firms employ an advertising agency to develop advertising campaigns. Kraft Foods, 
for example, contracted with McGarry Bowen to create an advertising campaign to distin- 
guish its Miracle Whip brand from mayonnaise brands. The campaign was estimated to cost 
$15.3 million.“ When an organization uses an advertising agency, the firm and the agency 
usually develop the advertising campaign jointly. How much each participates in the cam- 
paign’s total development depends on the working relationship between the firm and the 
agency. Ordinarily, a firm relies on the agency for copywriting, artwork, technical produc- 
tion, and formulation of the media plan. 

Advertising agencies assist businesses in several ways. An agency, especially a large one, 
can supply the services of highly skilled specialists—not only copywriters, artists, and pro- 
duction coordinators but also media experts, researchers, and legal advisers. Agency per- 
sonnel often have broad advertising experience and are usually more objective than a firm’s 
employees about the organization's products. 

Because an agency traditionally receives most of its compensation from a 15 percent com- 


mission paid by the media from which it makes purchases, firms can obtain some agency services 
at low or moderate costs. If an agency contracts for $400,000 of 
-ssZg é Seeeeleeemias television time for a firm, it receives a commission of $60,000 


ae wT - fa é é 2 » from the television station. Although the traditional compen- 


sation method for agencies is changing and now includes other 


4 ed 4 ws we factors, media commissions still offset some costs of using an 
” 4 agency. Table 17.5 lists some of the leading U.S. ad agencies. 
m4 é Like advertising, public relations can be a vital element in a 


promotion mix. We turn to this topic next. 


Public Relations 


CARDIAC CARE NETWORK 
= Public relations is a broad set of communication efforts 
used to create and maintain favorable relationships 
between an organization and its stakeholders. An orga- 
nization communicates with various stakeholders, both 
internal and external, and public relations efforts can be 
directed toward any and all of them. A firm’s stakeholders 
can include customers, suppliers, employees, shareholders, 
the media, educators, potential investors, government offi- 
cials, and society in general. In light of a gas pedal recall in 
2010, Toyota engaged in a massive advertising and public 
relations campaign to help rebuild trust among stakehold- 
ers in its products, brand name, and dealers. The company 
TOES es mee : ee issued press releases, ran television ads to remind stake- 
Annual Reports holders of the heritage of the brand, and attempted to 
Annual reports, when appropriately designed, can generate reassure consumers through company spokespersons. This 
favorable public relations. promotional campaign resulted in an 89 percent awareness 
of the recall, and around 50 percent of those aware were 


annual report 2009/2010 


Network. Report. Inform. 


© Cardiac Care Network of Ontario 
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& Source: “Agency Family Trees 2010,” Advertising Age, http://adage.com/agencyfamilytrees2010/ (accessed April 29, 2011). 


“much less likely” or “somewhat less likely” to buy a Toyota.”> While making stakeholders 
aware of the recall may have hurt Toyota’s sales in the short run, it developed a foundation 
for open communication and trust in the long run. Table 17.6 lists some of the top public 
relations campaigns in the past 10 years. 

Public relations can be used to promote people, places, ideas, activities, and even coun- 
tries. It is often used by nonprofit organizations to achieve their goals. Public relations focuses 
on enhancing the image of the total organization. Assessing public attitudes and creating a 
favorable image are no less important than direct promotion of the organization’s products. 
Because the public’s attitudes toward a firm are likely to affect the sales of its products, it 
is very important for firms to maintain positive public perceptions. In addition, employee 
morale is strengthened if the public perceives the firm positively.*° Although public rela- 
tions can make people aware of a company’s products, brands, or activities, it can also create 
specific company images, such as innovativeness or dependability. Companies like Green 


Mountain Coffee Roasters, Patagonia, Sustainable Harvest, and Honest Tea have reputations 


Top Five Public Relations Campaigns ofthe Decade 


Client (Company or Nonprofit S 

Organization Paying for the S 

Rank | PR Agency Campaign) Title of PR Campaign % 
1 Ogilvy Public Relations The National Heart, Lung, and Red Dress Campaign 


Blood Institute 


2 Patrice Tanaka and Company Liz Claiborne Women’s Work (cause-related mar- 
keting campaign) 


3 MGA Communications Shell Oil Company, US Army, and Rocky Mountain Arsenal clean-up 
the National Wildlife Agency and wildlife preserve campaign 
4 Fleishman-Hillard Telco Companies Hurricane Katrina Aid for the 
Displaced i 

2 5 Ketchum Frito-Lay User-Generated Commercials— 
wy : 
= Doritos Crashes the Super Bowl 
& Source: “Holmes Reports Top 5 Advertising Campaigns of the Decade,” www.designtaxi.com/news.php?id=30160 (accessed April 29, 2011). 
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for being socially responsible not only because they engage in socially responsible behavior, 
but because their actions are reported through news stories and other public relations efforts. 
By getting the media to report on a firm’s accomplishments, public relations helps the com- 
pany maintain positive public visibility. Some firms use public relations for a single purpose; 
others use it for several purposes. 


PusBiic RELATIONS TOOLS 


Companies use a variety of public relations tools to convey messages and create images. 
Public relations professionals prepare written materials and use digital media to deliver bro- 
chures, newsletters, company magazines, news releases, blogs, and annual reports that reach 
and influence their various stakeholders. Sometimes, organizations use less conventional 
tools in their public relations campaigns. The Texas Motor Speedway, for example, launched 
a “No Limits” campaign to attract a younger fan base to NASCAR races. One event for the 
campaign featured video games on giant screens, wood sculptures created from chains saws, 
and a performance by “The Great American Sweethearts.” The logo for the campaign was 
modeled after the Affliction clothing line, which is associated with extreme sports. The 
campaign was meant to convey a “hip” message to its intended audience.” 

Public relations personnel also create corporate identity materials—such as logos, 
business cards, stationery, and signs—that make firms immediately recognizable. Speeches 
are another public relations tool. Because what a company executive says publicly at 
meetings or to the media can affect the organization’s image, the speech must convey 
the desired message clearly. Event sponsorship, in which a company pays for part or all 
of a special event, like a benefit concert or a tennis tournament, is another public rela- 
tions tool. Examples are Coca-Cola's sponsorship of the FIFA World Cup and Special 
Olympics. Sponsoring special events can be an effective means of increasing Company or 
brand recognition with relatively minimal investment. Event sponsorship can gain com- 
panies considerable amounts of free media coverage. An organization tries to ensure that 
its product and the sponsored event target a similar audience and that the two are easily 
associated in customers’ minds. Many companies set up foundations to assist in their char- 
itable giving. Bill Daniels, the founder of Cablevision who passed away in 2000, set up 
a fund supported with more than a billion dollars to provide financial support for many 
causes, including business ethics. Bill Daniels believed that ethics were integral to business 
success, especially in the cable industry. The Daniels Fund is actively supporting business 
ethics education in Colorado, New Mexico, Utah, and Wyoming. Public relations person- 
nel also organize unique events to “create news” about the company. These may include 
grand openings with celebrities, prizes, hot-air balloon rides, and other attractions that 
appeal to a firm’s public. 

Publicity is a part of public relations. Publicity is communication in news-story form 
about the organization, its products, or both, transmitted through a mass medium at no 
charge. For instance, after former Apple CEO Steve Jobs announced that the company would 
introduce a revolutionary new mobile device, the iPad 2, the story was covered in newspapers 
and television news shows throughout the world for months afterward. Although public rela- 
tions has a larger, more comprehensive communication function than publicity, publicity is a 
very important aspect of public relations. Publicity can be used to provide information about 
goods or services; to announce expansions, acquisitions, research, or new-product launches; 
or to enhance a company’s image. 

The most common publicity-based public relations tool is the news release, sometimes 
called a press release, which is usually a single page of typewritten copy containing fewer than 
300 words and describing a company event or product. A news release gives the firm’s or 
agency's name, address, phone number, and contact person. Companies sometimes use news 
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] Possible Issues for Publicity Releases 


E 17. 


E Changes in personnel Packaging changes 

é Support of a social cause New products 

; Improved warranties New slogan 

Reports on industry conditions Research developments 
New uses for established products Company’s history and development 
Product endorsements Employment, production, and sales records 
Quality awards Award of contracts 
Company name changes Opening of new markets 
Interviews with company officials Improvements in financial position 
Improved distribution policies Opening of an exhibit 
International business efforts History of a brand 
Athletic event sponsorship Winners of company contests 
Visits by celebrities Logo changes 
Reports on new discoveries Speeches of top management 
Innovative business practices Merit awards 
Economic forecasts Anniversary of inventions 


releases when introducing new products or making significant announcements. Dozens of 
organizations, including Nike, Starbucks, and clean energy companies, are partnering to cre- 
ate awareness of the economic benefits of national climate and energy legislation. According 
to the alliance, up to 1.7 million new jobs could be created nationally, while GDP could be 
boosted by $39 to $111 billion.** As Table 17.7 shows, news releases tackle a multitude of 
specific issues. A feature article is a manuscript of up to 3,000 words prepared for a specific 
publication. A captioned photograph is a photograph with a brief description explaining 
its contents. Captioned photographs are effective for illustrating new or improved products 
with highly visible features. 

There are several other kinds of publicity-based public relations tools. For example, a 
press conference is a meeting called to announce major news events. Media personnel are 
invited to a press conference and are usually supplied with written materials and photo- 
graphs. Letters to the editor and editorials are sometimes prepared and sent to newspapers 
and magazines. Videos and audiotapes may be distributed to broadcast stations in the hope 
that they will be aired. 

Publicity-based public relations tools offer several advantages, including credibility, news 
value, significant word-of-mouth communications, and a perception of media endorsement. 
The public may consider news coverage more truthful and credible than an advertisement 
because the media are not paid to provide the information. In addition, stories regarding a 
new-product introduction or a new environmentally responsible company policy, for exam- 
ple, are handled as news items and are likely to receive notice. Finally, the cost of publicity is 
low compared with the cost of advertising.” 
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Publicity-based public relations tools have some limitations. Media personnel must 
judge company messages to be newsworthy if the messages are to be published or broad- 
cast at all. Consequently, messages must be timely, interesting, accurate, and in the pub- 
lic interest. It may take a great deal of time and effort to convince media personnel of 
the news value of publicity releases, and many communications fail to qualify. Although 
public relations personnel usually encourage the media to air publicity releases at certain 
times, they control neither the content nor the timing of the communication. Media 
personnel alter length and content of publicity releases to fit publishers’ or broadcasters’ 
requirements and may even delete the parts of messages that company personnel view 
as most important. Furthermore, media personnel use publicity releases in time slots or 
positions most convenient for them. Thus, messages sometimes appear in locations or at 
times that may not reach the firm’s target audiences. Although these limitations can be 
frustrating, properly managed publicity-based public relations tools offer an organization 
substantial benefits. 


EVALUATING PUBLIC RELATIONS EFFECTIVENESS 


Because of the potential benefits of good public relations, it is essential that organizations 
evaluate the effectiveness of their public relations campaigns. Research can be conducted to 
determine how well a firm is communicating its messages or image to its target audiences. 
Environmental monitoring identifies changes in public opinion affecting an organization. A 
public relations audit is used to assess an organization’s image among the public or to evalu- 
ate the effect of a specific public relations program. A communications audit may include a 
content analysis of messages, a readability study, or a readership survey. If an organization 
wants to measure the extent to which stakeholders view it as being socially responsible, it can 
conduct a social audit. 

One approach to measuring the effectiveness of publicity-based public relations is to 
count the number of exposures in the media. To determine which releases are published 
in print media and how often, an organization can hire a clipping service, a firm that clips 
and sends news releases to client companies. To measure the effectiveness of television 
coverage, a firm can enclose a card with its publicity releases requesting that the television 
station record its name and the dates when the news item is broadcast (although station 
personnel do not always comply). Some television and radio tracking services exist, but 
they are quite costly. 

Counting the number of media exposures does not reveal how many people have actu- 
ally read or heard the company’s message or what they thought about the message afterward. 
However, measuring changes in product awareness, knowledge, and attitudes resulting from 
the publicity campaign helps yield this information. To assess these changes, companies must 
measure these levels before and after public relations campaigns. Although precise measures 
are difficult to obtain, a firm’s marketers should attempt to assess the impact of public rela- 
tions efforts on the organization’s sales. For example, critics’ reviews of films can affect the 
films’ box office performance. Interestingly, negative reviews (publicity) harm revenue more 
than positive reviews help revenue in the early weeks of a film’s release.*° 


DEALING WITH UNFAVORABLE PUBLIC RELATIONS 


Thus far, we have discussed public relations as a planned element of the promotion 
mix. However, companies may have to deal with unexpected and unfavorable publicity 
resulting from an unsafe product, an accident resulting from product use, controversial 
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FTC Passes Guidelines to 
Discourage Greenwashing 


dvertisers will have to think twice when making This convinced the FTC to create revised Green Guides to 

green product claims, thanks to updated Green define the requirements needed for advertisers to make 

Guides released by the Federal Trade Commission certain green claims about products (such as “biodegrad- 
(FTC). These Green Guides are meant to prevent greenwash- able”). Although these guidelines are not enforceable as law, 
ing, which occurs when marketers mislead a consumer into violating them could prompt the FTC to take disciplinary 
thinking that a product or service is more environmentally action against advertisers if their claims are proven to be 
friendly than it is. As green products become more popular, deceptive. The hope is that these new green guides will serve 
businesses are finding it profitable to advertise their products to curb greenwashing and provide clearer “green” guidelines 
as eco-friendly—whether they are or not. Unfortunately, it for businesses and consumers.° 


has been hard to identify greenwashing due to a lack of clear 
guidelines on what constitutes “green.” 


actions of employees, or some other negative event or situation. For example, an airline 
that experiences a plane crash faces a very tragic and distressing situation. Charges of 
anticompetitive behavior against Microsoft have raised public concern and generated 
unfavorable public relations for that organization. The public’s image of BP as a socially 
responsible company diminished considerably after the Gulf Coast disaster. Many com- 
panies have experienced unfavorable publicity connected to contamination issues, such 
as salmonella in peanut butter, lead in toys, and industrial compounds in pet foods. 
Unfavorable coverage can have quick and dramatic effects. The global financial crisis has 
caused a trust breach for many companies, perhaps the greatest damage in the financial 
services industry. Goldman Sachs has been accused of providing very large bonuses at a 
time of financial uncertainty, generating significant negative publicity. A new risk area 
noted in Goldman Sachs’ annual report was “negative publicity,” along with economic 
conditions, market volatility, and uncertainty regarding regulation.*' Table 17.8 provides 
examples of public relations “gaffes” committed by major companies. Negative events 
that generate public relations can wipe out a company’s favorable image and destroy 
positive customer attitudes established through years of expensive advertising campaigns 
and other promotional efforts. Reputation is often considered a valuable company asset. 
How an organization deals with unfavorable actions and outcomes can have a significant 
impact on firm valuation. Moreover, today’s mass media, including online services and 
the Internet, disseminate information faster than ever before, and bad news generally 
receives more media attention than corporate social responsibility. 

To protect its image, an organization needs to prevent unfavorable public relations or at 
least lessen its effect if it occurs. First and foremost, the organization should try to prevent 
negative incidents and events through safety programs, inspections, training, and effective 
quality control procedures. Experts insist that sending consistent brand messages and images 
throughout all communications at all times can help a brand maintain its strength even 
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TABLE 17.8. How NottoHandleaCrisis 


Crisis Public Relations Blunders 

Deepwater Horizon disaster Comments like CEO Tony Hayward’s “| want my life back” 
made BP appear insensitive to the crisis. 

iPhone 4 reception problems Apple appeared to initially minimize the problems. 


Facebook user privacy 


Large-scale over-the-counter medicine recalls Johnson & Johnson was charged with acting too slowly in 


Source: Suzanne Vranica, “Public Relations Learned the Hard Way,” The Wall Street Journal, December 30, 2010, p. Bé. 


Facebook is accused of being proactive rather than reactive 
regarding users’ privacy. 


recalling tainted products. 


during a crisis.** However, because negative events can strike even the most cautious firms, 
an organization should have plans in place to handle them when they do occur. Firms need 
to establish policies and procedures for reducing the adverse impact of news coverage of a 
crisis or controversy. In most cases, organizations should expedite news coverage of negative 
events rather than try to discourage or block them. If news coverage is suppressed, rumors 
and other misinformation may replace facts. 

An unfavorable event can easily balloon into serious problems or public issues and 
become very damaging. By being forthright with the press and public and taking prompt 
action, a firm may be able to convince the public of its honest attempts to deal with the situ- 
ation, and news personnel may be more willing to help explain complex issues to the public. 
Dealing effectively with a negative event allows an organization to lessen, if not eliminate, 
the unfavorable impact on its image. Consider that after news reports emerged about JetBlue 
leaving passengers stranded on runways for hours, the company offered the passengers full 
refunds and vouchers for free flights in the future. It also ran apologetic ads and issued 
press releases to communicate with affected stakeholders. JetBlue founder and CEO David 
Neeleman, who said he was “humiliated and mortified” by the incident, immediately imple- 
mented plans to add and train staff to remedy communications and operations issues that 
contributed to the crisis. He also pledged to enact a customer bill of rights that would penal- 
ize the airline and reward passengers should such a fiasco happen again.** Experts generally 
advise companies that are dealing with negative publicity to respond quickly and honestly 
to the situation and to keep the lines of communication with all stakeholders open. Digital 
media has enhanced the organizational ability to communicate with key stakeholders and 
develop dialogues on current issues. 
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CHAPTER REVIEW 


CHAPTER 17: ADVERTISING AND PUBLIC RELATIONS 


Describe the nature and types of advertising. 


Advertising is a paid form of nonpersonal com- 
munication transmitted to consumers through 
mass media, such as television, radio, the 
Internet, newspapers, magazines, direct mail, 
outdoor displays, and signs on mass transit 
vehicles. Both business and nonbusiness organi- 
zations use advertising. Institutional advertising 
promotes organizational images, ideas, and polit- 
ical issues. When a company promotes its posi- 
tion on a public issue like taxation, institutional 
advertising is referred to as advocacy advertising. 
Product advertising promotes uses, features, and 
benefits of products. The two types of product 
advertising are pioneer advertising, which focuses 
on stimulating demand for a product category 
rather than a specific brand, and competitive 
advertising, which attempts to stimulate demand 
for a specific brand by indicating the brand’s 
features, uses, and advantages. To make direct 
product comparisons, marketers use comparative 
advertising, which compares two or more brands. 
Two other forms of competitive advertising are 
reminder advertising, which reminds customers 
about an established brand’s uses, characteris- 
tics, and benefits, and reinforcement advertising, 
which assures current users they have made the 


right brand choice. 


Explore the major steps in developing an 
advertising campaign. 


Although marketers may vary in how they 
develop advertising campaigns, they should fol- 
low a general pattern. First, they must iden- 
tify and analyze the target audience, the group 
of people at whom advertisements are aimed. 
Second, they should establish what they want the 
campaign to accomplish by defining advertising 
objectives. Objectives should be clear, precise, and 
presented in measurable terms. Third, market- 
ers must create the advertising platform, which 
contains basic issues to be presented in the cam- 
paign. Advertising platforms should consist of 
issues important to consumers. Fourth, advertis- 
ers must decide how much money to spend on 
the campaign; they arrive at this decision through 
the objective-and-task approach, percent-of-sales 
approach, competition-matching approach, or 
arbitrary approach. 


Advertisers must then develop a media plan by 
selecting and scheduling media to use in the 
campaign. Some factors affecting the media plan 
are location and demographic characteristics of 
the target audience, content of the message, and 
cost of the various media. The basic content and 
form of the advertising message are affected by 
product features, uses, and benefits; characteris- 
tics of the people in the target audience; the cam- 
paign’s objectives and platform; and the choice 
of media. Advertisers use copy and artwork to 
create the message. The execution of an adver- 
tising campaign requires extensive planning and 
coordination. 


Finally, advertisers must devise one or more 
methods for evaluating advertisement effectiveness. 
Pretests are evaluations performed before the 
campaign begins; posttests are conducted after the 
campaign. Two types of posttests are a recognition 
test, in which respondents are shown the actual 
advertisement and asked whether they recognize it, 
and a recall test. In aided recall tests, respondents are 
shown a list of products, brands, company names, 
or trademarks to jog their memories. In unaided 
tests, no clues are given. 


Identify who is responsible for developing 
advertising campaigns. 


Advertising campaigns can be developed by per- 
sonnel within the firm or in conjunction with 
advertising agencies. A campaign created by the 
firm’s personnel may be developed by one or 
more individuals or by an advertising department 
within the firm. Use of an advertising agency 
may be advantageous because an agency provides 
highly skilled, objective specialists with broad 
experience in advertising at low to moderate costs 
to the firm. 


Examine the tools used in public relations. 


Public relations is a broad set of communication 
efforts used to create and maintain favorable rela- 
tionships between an organization and its stake- 
holders. Public relations can be used to promote 
people, places, ideas, activities, and countries, 
and to create and maintain a positive company 
image. Some firms use public relations for a single 
purpose; others use it for several purposes. Public 


relations tools include written materials, such as 
brochures, newsletters, and annual reports; cor- 
porate identity materials, like business cards and 
signs; speeches; event sponsorships; and special 
events. Publicity is communication in news- 
story form about an organization, its products, 
or both, transmitted through a mass medium 
at no charge. Publicity-based public relations 
tools consist of news releases, feature articles, 
captioned photographs, and press conferences. 
Problems that organizations confront in using 
publicity-based public relations include reluc- 
tance of media personnel to print or air releases 
and lack of control over timing and content of 
messages. 


ONLINE RESOURCES 
Please visit the student website at 
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Analyze how public relations is used and 
evaluated. 


To evaluate the effectiveness of their public rela- 
tions programs, companies conduct research to 
determine how well their messages are reaching 
their audiences. Environmental monitoring, pub- 
lic relations audits, and counting the number of 
media exposures are all means of evaluating pub- 
lic relations effectiveness. Organizations should 
avoid negative public relations by taking steps to 
prevent negative events that result in unfavorable 
publicity. To diminish the impact of unfavorable 
public relations, organizations should institute 
policies and procedures for dealing with news per- 
sonnel and the public when negative events occur. 
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ISSUES FOR DISCUSSION AND REVIEW 


i 


What is the difference between institutional and 
product advertising? 


. What is the difference between competitive adver- 


tising and comparative advertising? 


What are the major steps in creating an advertising 
campaign? 


What is a target audience? How does a marketer 
analyze the target audience after identifying it? 


5. Why is it necessary to define advertising objectives? 


What is an advertising platform, and how is it used? 


7. What factors affect the size of an advertising bud- 


get? What techniques are used to determine an 
advertising budget? 


. Describe the steps in developing a media plan. 


. What is the function of copy in an advertising 


message? 


MARKETING APPLICATIONS 


10 


An organization must define its objectives carefully 

when developing an advertising campaign. Which 

of the following advertising objectives would be 

most useful for a company, and why? 

a. The organization will spend $1 million to move 
from second in market share to market leader. 

b. The organization wants to increase sales from 
$1.2 million to $1.5 million this year to gain 
the lead in market share. 

c. The advertising objective is to gain as much mar- 
ket share as possible within the next 12 months. 

d. The advertising objective is to increase sales by 
15 percent. 


Copy, the verbal portion of advertising, is used 
to move readers through a persuasive sequence 
called AIDA: attention, interest, desire, and action. 
To achieve this, some copywriters have adopted 
guidelines for developing advertising copy. Select 
a print ad and identify how it (a) identifies a spe- 
cific problem, (b) recommends the product as the 
best solution to the problem, (c) states the product’s 
advantages and benefits, (d) substantiates the ad’s 
claims, and (e) asks the reader to take action. 


3. Advertisers use several types of publicity mecha- 


nisms. Look through some recent newspapers and 
magazines or use an Internet search engine, and 


10. 


le 


12. 


13; 


14. 


1D: 


16. 


Discuss several ways to posttest the effectiveness of 
advertising. 


What role does an advertising agency play in devel- 
oping an advertising campaign? 


What is public relations? Who can an organization 
reach through public relations? 


How do organizations use public relations tools? 
Give several examples you have observed recently. 


Explain the problems and limitations associated 


with publicity-based public relations. 


In what ways is the effectiveness of public relations 
evaluated? 


What are some sources of negative public relations? 
How should an organization deal with unfavorable 
public relations? 


identify a news release, a feature article, or a cap- 
tioned photograph used to publicize a product. 
Describe the type of product. 


. Negative public relations can harm an organization’s 


marketing efforts if not dealt with properly. Identify 
a company that was recently the target of negative 
public relations. Describe the situation and discuss 
the company’s response. What did marketers at this 
company do well? What, if anything, would you 
recommend that they change about their response? 


ONLINE EXERCISE 


5. 


LEGO Company has been making toys since 1932 

and has become one of the most recognized brand 

names in the toy industry. With the company 

motto “Only the best is good enough,” it is no 

surprise that LEGO has developed an exciting and 

interactive website. See how the company promotes 

LEGO products and encourages consumer involve- 

ment with the brand by visiting www.lego.com. 

a. Which type of advertising is LEGO using on 
its website? 

b. What target audience is LEGO attempting to 
reach through its website? 

c. Identify the advertising objectives LEGO is 
attempting to achieve through its website. 
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DEVELOPING YOUR MARKETING PLAN 


Determining the message that advertising is to commu- 
nicate to the customer is an important part of devel- 
oping a marketing strategy. A sound understanding of 
the various types of advertising and different forms of 
media is essential in selecting the appropriate methods 
for communicating the message. These decisions form a 
critical segment of the marketing plan. To assist you in 
relating the information in this chapter to the develop- 
ment of your marketing plan, consider the following 
issues: 


1. What class and type of advertising would be most 
appropriate for your product? 


2. Discuss the different methods for determining the 
advertising appropriation. 


VIDEO CASE 


For most people, surfing and skateboarding come to mind 
immediately when they think of southern California culture. For 
40 years, Vans has embodied the California lifestyle and remains 
one of the preeminent skater-shoe companies. Founded in 

Los Angeles in 1966 by Paul Van Doren, his brother Steve, and 
Belgian investor Serge D’Elia, Vans quickly became a staple in 
southern California. Starting with a few versions of the tradi- 
tional !ace-up deck shoe sold out of a factory, the style of shoe 
became popular almost immediately. Vans rapidly increased its 
level of popularity by customizing shoes in all different fabrics 
and designs. The Van Dorens secured their local customized 
shoe business by selling plaid shoes to Catholic schools and 
sneakers with school colors to high school athletes. But when 
the checkered slip-on was donned by Sean Penn and his surfer 
buddies in the film Fast Times at Ridgemont High, skaters 

all over the country were demanding their own pairs of Vans. 
The shoes went from local wear to an iconic symbol in just a 
few years. 


3. Using Table 17.3 as a guide, evaluate the different 
types of media and determine which would be most 
effective in meeting your promotional objectives 


(from Chapter 16). 


4. What methods would you use to evaluate the effec- 
tiveness of your advertising campaign? 


5. Review Table 17.7, and discuss possible uses for 
publicity in your promotional plan. 


The information obtained from these questions should 
assist you in developing various aspects of your marketing 
plan found in the Jnteractive Marketing Plan exercise at 
www.cengagebrain.com. 


VANS LEVERAGES ATHLETES IN ITs 
ADVERTISING PLATFORM 


Contrary to many corporate success stories, the Vans company 
never spent much money on advertising. Paul Van Doren knew 
that he offered a superior product, and he relied on word of 
mouth to popularize the high-quality, extremely durable shoes. 
The most marketing Van Doren did at first was to have his chil- 
dren canvas their neighborhood with flyers. At all early Vans 
stores, signs encouraged customers to “tell a friend about Vans.” 
For years, Van Doren focused mostly on the manufacturing 
aspect of the company so that even with a minimal amount of 
advertising, popularity grew because Vans were, quite simply, 
quality shoes. It wasn’t until the late 1980s and early 1990s, 
when manufacturing was taken overseas, that Vans turned its 
attention to marketing. 


One of Vans's earliest forays into promotion came about by 
chance. As skateboarders began to discover Vans shoes, the 
company responded by creating styles more amenable to skat- 
ing. With their skater following growing, Vans paid a few top 
skaters a few hundred dollars apiece to wear its shoes at skating 
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events. In 1989, Vans produced its first signature skateboarding 
shoe, the Steve Caballero shoe. Since then, Vans has partnered 
with numerous athletes such as Geoff Rowley, who has the 
best-selling signature Vans shoe to date, and Johnny Layton. 
As skateboarding culture has continued to flourish over the 
decades, Vans’s connection to the scene has remained strong. 


Vans’s two-man marketing and promotional team focuses on 
spreading interest in Vans by doing its best to remain plugged 
into the youth culture and by fueling teenage interest in Vans 
products. To this end, the company advertises through print, 
online, TV, and sporting and music events. Currently, the key 

to Vans’s marketing strategy is developing advertising partner- 
ships with athletes, artists, and media outlets. People immersed 
in this culture want to own Vans products. Vans is not just a 
shoe; it is a lifestyle. 


Young extreme-sports athletes, like skaters and surfers, remain 
Vans’ most important customer base. In 1995, Vans hosted its 
first Triple Crown event. The Triple Crown spotlights skateboard- 
ing, surfing, snowboarding, BMX, FMX, and wakeboarding. Tony 
Hawk won the skateboarding competition that first year and has 
since become a household name. Also in 1995, Vans launched 
its first annual Warped Tour, blending skating with music 


through concerts and competitions. These types of events allow 
Vans to build brand recognition, cement its integral place in the 
skating lifestyle, and connect with customers via giveaways and 
promotions such as designing custom shoes. 


In addition to events, Vans connects with its audience through 
magazine advertisements, television, and the Internet, especially 
to attract young female consumers, who represent a growing 
part of the Vans consumer base. In the past, the company has 
partnered with magazines such as Teen Vogue and CosmoGirl 
to reach the female demographic. Vans also collaborates with 
musicians, artists, and designers to increase brand awareness 
through sponsorships, music tours, and videos. Additionally, 
Vans promotes itself through mobile apps that its fans can 
download in order to access Vans-related news. Although it is 
more than 40 years old, Vans still connects with youth culture as 
well as ever—and shows no signs of slowing down. 


QUESTIONS FOR DISCUSSION 
1. Evaluate Vans’s early word-of-mouth marketing strategy. 


2. | Why were the early Vans advertising activities related to 
skateboard shoes so successful? 


How does Vans continue to capture its target market? 


CHAPTER 18 


Personal 
Selling 

and Sales 

Promotion 


OBJECTIVES: 


1 


Understand the major 
purposes of personal 
selling. 


Describe the basic steps 
in the personal selling 
process. 


Identify the types of sales 
force personnel. 


Recognize new types of 
personal selling. 


Understand sales 
management decisions and 
activities. 


Explain what sales 
promotion activities are 
and how they are used. 


Explore specific consumer 
sales promotion methods. 


Explore trade sales 
promotion methods. 


sale sforce 


Salesforce.com Makes Its Mark in 
Social Responsibility 


Salesforce.com truly believes in sharing the wealth. Salesforce.com is a cloud 
computing organization that provides software—such as customer rela- 
tionship management applications—to a variety of clients including Dell, 
Qualcomm, NBCUniversal, and Symantec. The various applications in the 
Salesforce.com platform bring people and data together to provide informa- 
tion the sales force needs to be successful. Additionally, Salesforce.com has 
been making news in another area: social responsibility. 

Salesforce.com secured the number one spot in Fortune's ranking of the 
25 top-paying companies. Believing that employees are largely responsible 
for making Salesforce.com what it is today, Salesforce.com provides large 
bonuses to its top performers, pays for “incentive trips” to Hawaii, and allows 
some of its employees to own stock in the company. The average total pay at 
Salesforce.com exceeds $300,000. 

Salesforce.com was also named as one of the world’s “Most Ethical 
Companies” by Ethisphere for the fourth consecutive year. Much of this has to 
do with Salesforce.com’s 1/1/1 Model, which stands for 1 percent time (in which 
employees are given 1 percent time to volunteer), 1 percent equity (in which 1 
percent of its capital is given to the Salesforce.com Foundation), and 1 percent 
product. As a result of this program, Salesforce.com has donated more than 
240,000 employee-hours to community causes, has donated or discounted 
licenses for its software to more than 10,000 organizations (many of them non- 
profits), and has awarded more than $21 million in grants. By integrating cor- 
porate social responsibility into the company culture, Salesforce.com hopes to 
make a positive difference in communities and nonprofit organizations.' 
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} or many organizations, targeting customers with appropriate personal selling techniques 
-and messages can play a major role in maintaining long-term, satisfying customer rela- 
tionships, which in turn contribute to company success. Marketing strategy development 
should involve the sales organization during all stages of development and implementation. 
Top managers need extensive feedback from the sales force. Managers should strive to make 
information transparent and should jointly analyze sales data. Sales managers should com- 
municate marketing strategy in a language with which salespeople feel comfortable.’ As 
we saw in Chapter 16, personal selling and sales promotion are two possible elements in a 
promotion mix. Personal selling is sometimes a company’s sole promotional tool, and it is 
becoming increasingly professional and sophisticated, with sales personnel acting more as 
consultants, advisers, and sometimes as partners. 

In this chapter, we focus on personal selling and sales promotion. We first consider the 
purposes of personal selling and then examine its basic steps. Next, we look at types of sales- 
people and how they are selected. After taking a look at several new types of personal selling, 
we discuss major sales force management decisions, including setting objectives for the sales 
force and determining its size; recruiting, selecting, training, compensating, and motivat- 
ing salespeople; managing sales territories; and controlling and evaluating sales force perfor- 
mance. Then we examine several characteristics of sales promotion, reasons for using sales 
promotion, and sales promotion methods available for use in a promotion mix. 


The Nature of Personal 
Selling 


Personal selling is paid personal communication that attempts 
to inform customers and persuade them to purchase products 
in an exchange situation. For example, a Hewlett-Packard (HP) 
salesperson describing the benefits of the company’s servers, PCs, 
and printers to a small-business customer is engaging in personal 
selling. Likewise, a volunteer manning a petition-signing booth 
for a social or political cause uses personal selling to inform pass- 
ersby about the issues and to persuade them to change their views 
or become involved. Personal selling gives marketers the greatest 
freedom to adjust a message to satisfy customers’ information 
needs. It is the most precise of all promotion methods, enabling 
marketers to focus on the most promising sales prospects. Other 
promotion mix elements are aimed at groups of people, some 
of whom may not be prospective customers. However, personal 
selling is generally the most expensive element in the promotion 
mix. The average cost of a sales call is more than $400.° 
Millions of people, including increasing numbers of 
women, earn their living through personal selling. Sales careers 
can offer high income, a great deal of freedom, a high level of 
training, and a high degree of job satisfaction. Although the 
public may harbor negative perceptions of personal selling, 
unfavorable stereotypes of salespeople are changing thanks to 
the efforts of major corporations, professional sales associations, 
and academic institutions. Researchers have found that personal 
selling will continue to gain respect as professional sales associa- 
tions develop and enforce ethical codes of conduct.* Developing 
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Personal Selling 
Marketing high-end appliances to individuals involves 
personal selling. 
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ongoing customer relationships today requires sales 
personnel with high levels of professionalism as well as 
technical and interpersonal skills.’ 

Personal selling goals vary from one firm to another. 
However, they usually involve finding prospects, deter- 
mining their needs, persuading prospects to buy, fol- 
lowing up on the sale, and keeping customers satisfied. 
Identifying potential buyers interested in the organiza- 
tion’s products is critical. Because most potential buyers 
seek information before making purchases, salespeople 
can ascertain prospects informational needs and then 
provide relevant information. To do so, sales personnel 
must be well trained regarding both their products and 
the selling process in general. 

Salespeople must be aware of their competitors. 
They must monitor the development of new products 
and keep abreast of competitors’ sales efforts in their 
sales territories, how often and when the competi- 
tion calls on their accounts, and what the competition 
is saying about their product in relation to its own. 
Salespeople must emphasize the benefits their products 


Base: 1,506 adults 19 to 31 years old 


provide, especially when competitors’ products do not 


Source: Deloitte, “Third Annual Deloitte Automotive Generation Y Survey,” www.deloitte.com/assets/ ; 
Dcom-UnitedStates/Local%20Assets/Documents/us_automotive_ 201 1%20Deloitte%20Automotive%20 offer those specific benefits. 
Gen%20Y%20Survey%20FACT%20SHEET_012011 pdf (accessed August 5, 2011) To be successful, personal selling needs to utilize 


information technology that can enhance communica- 
tion with customers. Using websites to manage orders and product information, track inven- 
tory, and train salespeople can save companies time and money. Twitter is a relatively new 
tool that can be used to post product information and updates, obtain prospects, recruit new 
salespeople, and communicate with salespeople. Facebook is another valuable tool that can 
supplement and support face-to-face contacts. On Facebook, salespeople can carry on conver- 
sations very similar to traditional face-to-face social networks. Mobile technology and appli- 
cations provide salespeople with opportunities to offer service and connect with customers. 
Customer relationship management (CRM) technology enables improved service, marketing 
and sales processes, and contact and data management and analysis. CRM can help facilitate 
the delivery of valuable customer experiences and provide the metrics to measure progress and 
sales successes.° 
Few businesses survive solely on profits from one-time customers. For long-run survival, 
most marketers depend on repeat sales and thus need to keep their customers satisfied. In 
addition, satisfied customers provide favorable word of mouth and other communications, 
thereby attracting new customers. Although the whole organization is responsible for achiev- 
ing customer satisfaction, much of the burden falls on salespeople because they are almost 
always closer to customers than anyone else in the company and often provide buyers with 
information and service after the sale. Indeed, research shows that a firm’s market orientation 
has a positive influence on salespeople’s attitudes, commitment, and influence on customer 
purchasing intentions.’ Such contact gives salespeople an opportunity to generate additional 
sales and offers them a good vantage point for evaluating the strengths and weaknesses of the 
company's products and other marketing mix components. Their observations help develop 
and maintain a marketing mix that better satisfies both the firm and its customers. Sales is no 
longer an isolated function in a global business world. The sales function is becoming part 
of a cross-functional strategic solution to customer management. This requires salespersons 
with both managerial and strategic skills.® 
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Elements of the Personal 
Selling Process 


The specific activities involved in the selling process vary 
among salespeople, selling situations, and cultures. No two 
salespeople use exactly the same selling methods. Nonetheless, 
many salespeople move through a general selling process. This 
process consists of seven steps, outlined in Figure 18.1: pros- 
pecting, preapproach, approach, making the presentation, 
overcoming objections, closing the sale, and following up. 


PROSPECTING 


Developing a database of potential customers is called 
prospecting. Salespeople seek names of prospects from com- 
pany sales records, trade shows, commercial databases, news- 
paper announcements (of marriages, births, deaths, and so 
on), public records, telephone directories, trade association 
directories, and many other sources. Sales personnel also use 
responses to traditional and online advertisements that encour- 


Entrepreneurship in Marketing 


Herbalife Gains Success 
through Direct Selling 


When Mark Hughes started selling personal-care and 
dietary products out of his truck, he had no idea that 
30 years later his company would have a presence in 

74 countries. Today, Herbalife products such as protein 
shakes, hair products, and dietary supplements are sold 
by 2.1 million independent distributors. Independent 
distributors are not employees; rather, they run their 
own Herbalife businesses in an entrepreneurial fashion. 
Distributors are passionate about the products (most 
begin as consumers), and Herbalife tries to incorporate 
its distributors into its strategic process. The business 
encourages distributors to aid in decision-making 

and has two distributors on its board. It also offers a 
generous compensation plan and bonus awards that 


age interested persons to send in information request forms. 
Seminars and meetings targeted at particular types of clients, 
such as attorneys or accountants, may also produce leads. 
Most salespeople prefer to use referrals—recommenda- 
tions from current customers—to find prospects. For example, 
salespeople for Cutco Cutlery, which sells high-quality knives 
and kitchen cutlery, first make sales calls to their friends and 
families and then use referrals from them to seek out new pros- 
pects. Obtaining referrals requires that the salesperson have 
a good relationship with the current customer and therefore 
must have performed well before asking the customer for help. As might be expected, a cus- 
tomer’s trust in and satisfaction with a salesperson influences his or her willingness to provide 
referrals. Research shows that one referral is as valuable as 12 cold calls.” Also, 80 percent of 


clients are willing to give referrals, but only 20 percent are ever asked. Among the advantages. 


of using referrals are more highly qualified sales leads, greater sales rates, and larger initial 
transactions. Some companies even award discounts off future purchases to customers who 
refer new prospects to their salespeople. Consistent activity is critical to successful prospect- 
ing. Salespeople must actively search the customer base for qualified prospects that fit the 
target market profile. After developing the prospect list, a salesperson evaluates whether each 
prospect is able, willing, and authorized to buy the product. Based on this evaluation, pros- 
pects are ranked according to desirability or potential. 


PREAPPROACH 


Before contacting acceptable prospects, a salesperson finds and analyzes information about 
each prospect’s specific product needs, current use of brands, feelings about available brands, 
and personal characteristics. In short, salespeople need to know what potential buyers and 
decision makers consider most important and why they need a specific product. The most 
successful salespeople are thorough in their preapproach, which involves identifying key 
decision makers, reviewing account histories and problems, contacting other clients for 


can reach into the millions. As the company moves 
into what it dubs The Herbalife Decade, it is shifting 
gears to help distributors via traditional advertising 
and athletic sponsorships. By encouraging passionate, 
knowledgeable distributors, Herbalife has been able to 
gain widespread success in several new markets. 


prospecting 
Developing a database of 
potential customers 


PART 7: PROMOTION DECISIONS 


FIGURE 18.1 General Steps in the Personal Selling Process. 
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information, assessing credit histories and problems, preparing sales presentations, iden- 
tifying product needs, and obtaining relevant literature. Marketers are increasingly using 
information technology and customer relationship management systems to comb through 
databases and thus identify their most profitable products and customers. CRM systems 
can also help sales departments manage leads, track customers, forecast sales, and assess 
performance. A salesperson with a lot of information about a prospect is better equipped to 
develop a presentation that precisely communicates with that prospect. 


APPROACH 


The approach—the manner in which a salesperson contacts a potential customer—is a criti- 
cal step in the sales process. In more than 80 percent of initial sales calls, the purpose is to 
gather information about the buyer's needs and objectives. Creating a favorable impression 
and building rapport with prospective clients are important tasks in the approach because the 
prospect’s first impressions of the salesperson are usually lasting ones. During the initial visit, 
the salesperson strives to develop a relationship rather than just push a product. Indeed, com- 
ing across as a “salesperson” may not be the best approach because some people are put off by 
strong selling tactics. The salesperson may have to call on a prospect several times before the 
product is considered. The approach must be designed to deliver value to targeted customers. 
If the sales approach is inappropriate, the salesperson’s efforts are likely to have poor results. 
One type of approach is based on referrals, as discussed in the section on prospecting. The 
salesperson who uses the “cold canvass” approach calls on potential customers without prior 
consent. Repeat contact is another common approach: when making the contact, the sales- 
person mentions a previous meeting. The exact type of approach depends on the salesperson’s 
preferences, the product being sold, the firm’s resources, and the prospect’s characteristics. 
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MAKING THE PRESENTATION 


During the sales presentation, the salesperson must attract 
and hold the prospect’s attention, stimulate interest, and 
spark a desire for the product. Researchers have found that 
salespeople who carefully monitor the selling situation and 
adapt their presentations to meet the needs of prospects are 
associated with effective sales performance.'° Salespeople 
should match their influencing tactics—such as infor- 
mation exchange, recommendations, threats, promises, 
ingratiation, and inspirational appeals—to their prospects. 
Different types of buyers respond to different tactics, but 
most respond well to information exchange and recommen- 
dations, and virtually no prospects respond to threats.'! The 
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salesperson should have the prospect touch, hold, or use the 
product. If possible, the salesperson should demonstrate the 
product or invite the prospect to use it. Automobile sales- 
people, for example, typically invite potential buyers to test- 
drive the vehicle that interests them. Audiovisual equipment 
and software may also enhance the presentation. 


Call for a consultation 
or quick demo today. 


During the presentation, the salesperson must not only 
talk, but also listen. Nonverbal modes of communication 
are especially beneficial in building trust during the 
presentation.'* The sales presentation gives the salesperson 
the greatest opportunity to determine the prospect’s 
specific needs by listening to questions and comments and 
observing responses. Even though the salesperson plans the 
presentation in advance, she or he must be able to adjust 
the message to meet the prospect's informational needs. 
Research demonstrates that adapting the message in response to the customer’s needs generally 
enhances performance, particularly in new-task or modified rebuy purchase situations. ' 
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Prospecting 
NewLeads.com assists in locating potential customers. 


OVERCOMING OBJECTIONS 


An effective salesperson usually seeks out a prospect’s objections in order to address them. If 
they are not apparent, the salesperson cannot deal with them, and the prospect may not buy. 
One of the best ways to overcome objections is to anticipate and counter them before the 
prospect raises them. However, this approach can be risky because the salesperson may men- 
tion objections that the prospect would not have raised. If possible, the salesperson should 
handle objections as they arise. They can also be addressed at the end of the presentation. 


CLOSING THE SALE 


Closing is the stage in the personal selling process when the salesperson asks the prospect to buy 
the product. During the presentation, the salesperson may use a trial close by asking questions 
that assume the prospect will buy. The salesperson might ask the potential customer about finan- 
cial terms, desired colors or sizes, or delivery arrangements. Reactions to such questions usually 
indicate how close the prospect is to buying. Properly asked questions may allow prospects to 
uncover their own problems and identify solutions themselves. One questioning approach uses 
broad questions (what, how, why) to probe or gather information and focused questions (who, 
when, where) to clarify and close the sale. A trial close allows prospects to indicate indirectly that 
they will buy the product without having to say those sometimes difficult words: “Il take it.” 


Making the 
Presentation 
Business-to-business salespeople 
make customized presentations 
to potential customers. 
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A salesperson should try to close at several points during the presentation because the 


prospect may be ready to buy. An attempt to close the sale may result in objections. Thus, 
closing can uncover hidden objections, which the salesperson can then address. One closing 
strategy involves asking the potential customer to place a low-risk, trial order. 


FOLLOWING Up 


After a successful closing, the salesperson must follow up the sale. In the follow-up stage, 
the salesperson determines whether the order was delivered on time and installed properly, 
if installation was required. He or she should contact the customer to learn if any problems 
or questions regarding the product have arisen. The follow-up stage is also used to determine 
customers’ future product needs. 

Following up also aids the salesperson in creating a solid relationship with the customer. 
New salespeople might find it difficult to understand the reasons for following up on a sale 
if the customer seems satisfied with the product. However, research has shown that a large 
number of customers who stop buying products do so not out of dissatisfaction, but because 
the company neglected to contact them.’ The follow-up stage is thus vital to establishing a 
strong relationship and creating loyalty on the part of the buyer. 


Types of Salespeople 


To develop a sales force, a marketing manager decides what kind of salesperson will sell the 
firm’s products most effectively. Most business organizations use several different kinds of 
sales personnel. Based on the functions performed, salespeople can be classified into three 
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groups: order getters, order takers, and support personnel. One salesperson can, and often 
does, perform all three functions. 


ORDER GETTERS 


To obtain orders, salespeople inform prospects and persuade them to buy the product. The 
responsibility of order getters is to increase sales by selling to new customers and increasing 
sales to present customers. This task is sometimes called creative selling. It requires that sales- 
people recognize potential buyers’ needs and give them necessary information. Order getting 
is frequently divided into two categories: current-customer sales and new-business sales. 


Current-Customer Sales 


Sales personnel who concentrate on current customers call on people and organizations that 
have purchased products from the firm before. These salespeople seek more sales from exist- 
ing customers by following up previous sales. Current customers can also be sources of leads 
for new prospects. 


New-Business Sales 


Business organizations depend to some degree on sales to new customers. New-business sales 
personnel locate prospects and convert them into buyers. Salespeople help generate new busi- 
ness in many organizations, but even more so in organizations that sell real estate, insurance, 
appliances, automobiles, and business-to-business supplies and services. These organizations 
depend in large part on new-customer sales. 


ORDER [AKERS 


Taking orders is a repetitive task salespeople perform to perpetuate long-lasting, satisfying 
customer relationships. Order takers primarily seek repeat sales, generating the bulk of many 
firms total sales. One of their major objectives is to be certain that customers have sufficient 
product quantities where and when needed. Most order takers handle orders for standardized 
products that are purchased routinely and do not require extensive sales efforts. The role of 
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Types of Salespeople 
A field salesperson interacts with grocery store management 
about new products or promotional opportunities. 
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order takers is changing, however, as the position moves 
more toward one that identifies and solves problems to 
better meet the needs of customers. There are two groups 
of order takers: inside order takers and field order takers. 


Inside Order Takers 


In many businesses, inside order takers, who work in sales 
offices, receive orders by mail, telephone, and the Internet. 
Certain producers, wholesalers, and retailers have sales per- 
sonnel who sell from within the firm rather than in the 
field. Some inside order takers communicate with custom- 
ers face to face; retail salespeople, for example, are classified 
as inside order takers. As more orders are placed electroni- 
cally, the role of the inside order taker continues to change. 


Field Order Takers 


Salespeople who travel to customers are outside, or field, 
order takers. Often, customers and field order takers 
develop interdependent relationships. The buyer relies 
on the salesperson to take orders periodically (and some- 
times to deliver them), and the salesperson counts on the 
buyer to purchase a certain quantity of products periodi- 


cally. Use of small computers has improved the field order 
taker’s inventory and order-tracking capabilities. 


SUPPORT PERSONNEL 


Support personnel facilitate selling but usually are not involved solely with making sales. 
They engage primarily in marketing industrial products, locating prospects, educating cus- 
tomers, building goodwill, and providing service after the sale. There are many kinds of sales 
support personnel; the three most common are missionary, trade, and technical salespeople. 


Missionary Salespeople 


Missionary salespeople, usually employed by manufacturers, assist the producer's customers 
in selling to their own customers. Missionary salespeople may call on retailers to inform and 
persuade them to buy the manufacturer's products. When they succeed, retailers purchase 
products from wholesalers, which are the producer’s customers. Manufacturers of medical 
supplies and pharmaceuticals often use missionary salespeople, called detail reps, to promote 
their products to physicians, hospitals, and pharmacists. 


Trade Salespeople 


Trade salespeople are not strictly support personnel because they usually take orders as 
well. However, they direct much effort toward helping customers—especially retail stores— 
promote the product. They are likely to restock shelves, obtain more shelf space, set up 
displays, provide in-store demonstrations, and distribute samples to store customers. Food 
producers and processors commonly employ trade salespeople. 


Technical Salespeople 


Technical salespeople give technical assistance to the organization’s current customers, 
advising them on product characteristics and applications, system designs, and installation 
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procedures. Because this job is often highly technical, the salesperson usually has formal 
training in one of the physical sciences or in engineering. Technical sales personnel often sell 
technical industrial products, such as computers, heavy equipment, and steel. 

When hiring sales personnel, marketers seldom restrict themselves to a single category, 
because most firms require different types of salespeople. Several factors dictate how many 
of each type a particular company should have. Product use, characteristics, complexity, and 
price influence the kind of sales personnel used, as do the number and characteristics of cus- 
tomers. The types of marketing channels and the intensity and type of advertising also affect 
the composition of a sales force. 


Selected Types of Selling 


Personal selling has become an increasingly complex process due in large part to rapid tech- 
nological innovation. Most importantly, the focus of personal selling is shifting from selling 
a specific product to building long-term relationships with customers by finding solutions 
to their needs, problems, and challenges. As a result, the roles of salespeople are changing. 
Among the newer philosophies for personal selling are team selling and relationship selling. 


TEAM SELLING 


Many products, particularly expensive high-tech business products, have become so complex 
that a single salesperson can no longer be expert in every aspect of the product and purchase 
process. Team selling, which involves the salesperson joining with people from the firm’s 
financial, engineering, and other functional areas, is appropriate for such products. The sales- 
person takes the lead in the personal selling process, but other members of the team bring 
their unique skills, knowledge, and resources to the process to help customers find solu- 
tions to their own business challenges. Selling teams may be created to address a particular 
short-term situation or they may be formal, ongoing teams. Team selling is advantageous in 
situations calling for detailed knowledge of new, complex, and dynamic technologies like jet 
aircraft and medical equipment. It can be difficult, however, for highly competitive salesper- 
sons to adapt to a team selling environment. 


RELATIONSHIP SELLING 


Relationship selling, also known as consultative selling, involves building mutually 
beneficial long-term associations with a customer through regular communications over 
prolonged periods of time. Like team selling, it is especially used in business-to-business 
marketing. Relationship selling involves finding solutions to customers’ needs by lis- 
tening to them, gaining a detailed understanding of their organizations, understanding 
and caring about their needs and challenges, and providing support after the sale. Sales 
relationships are also built on being able to recover when customers are concerned about 
services. Being proactive in identifying the need for recovery behaviors is a major part of 
relationship selling.” 

Relationship selling has a profound impact in generating loyal customers. For 
instance, when Sportron International Inc. began emphasizing relationship building, it 
saw an increase in distributor enrollment of 25 percent and a decrease in dropouts of 5 
to 8 percent each month.'® Relationship selling efforts can be enhanced through sales 
automation technology tools that enhance interactive communication.'? New applica- 
tions for customer relationship management are also being provided through companies 
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like Salesforce.com, which offers a cloud-computing model to help companies keep track 
of the customer life cycle without having to install any software (applications are down- 
loaded). Social networks are being utilized in sales, adding new layers to the selling pro- 
cess. Salesforce CRM, for instance, now allows users to connect with their customers in 
real time through such networks as Twitter and Facebook. Sales force automation, which 
involves utilizing information technology to automatically track all stages of the sales pro- 
cess (a part of customer relationship management) has been found to increase salesperson 
professionalism and responsiveness, customer interaction frequency, and customer rela- 
tionship quality.'® 


Managing the Sales Force 


The sales force is directly responsible for generating one of an organization's primary inputs: 
sales revenue. Without adequate sales revenue, businesses cannot survive. In addition, a firm’s 
reputation is often determined by the ethical conduct of its sales force. Indeed, a positive eth- 
ical climate, one component of corporate culture, has been linked with decreased role stress 
and turnover intention and improved job attitudes and job performance in sales.'” Research 
has demonstrated that a negative ethical climate will trigger higher-performing salespeople 
to leave a company at a higher rate than those in a company perceived to be ethical.” The 
morale and ultimately the success of a firm’s sales force depend in large part on adequate 
compensation, room for advancement, sufficient training, and management support—all 
key areas of sales management. Salespeople who are not satisfied with these elements may 
leave. Evaluating the input of salespeople is an important part of sales force management 
because of its strong bearing on a firm’s success. Table 18.1 provides recommendations on 
how to attract and retain a top-quality sales force. 


Training and development | + On-the-job training 
+ Individual instruction 
+ Seminars 
* On-site classroom instruction 


Compensation » Make sure pay mix isn’t too risky (high commission, low 
base) for sales role 
- Mix base salary with commission, bonus, or both 
- Base bonuses/commission on reaching sales goals rather 
than on individual sales dollars 
+ Maintain competitive benefits and expense reimbursement 


practices 
Work/life autonomy + Offer flexible hours Gs 
- Consider telecommuting/work-at-home options ig 


ie 
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Product quality and service | » Ensure products and services meet customer needs 
- Provide the appropriate service after the sale 


ann 
Za 


Source: “Attracting & Retaining a Top Sales Force,” Where Great Workplaces Start, http://greatworkplace 
.wordpress.com/ 2010/02/10/attracting-retaining-a-top-sales-force/ (accessed April 6, 2010). 
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We explore eight general areas of sales management: establishing sales force objectives, 
determining sales force size, recruiting and selecting salespeople, training sales personnel, 
compensating salespeople, motivating salespeople, managing sales territories, and controlling 
and evaluating sales force performance. 


ESTABLISHING SALES FORCE OBJECTIVES 


To manage a sales force effectively, sales managers must develop sales objectives. Sales 
objectives tell salespeople what they are expected to accomplish during a specified time 
period. They give the sales force direction and purpose and serve as standards for evaluat- 
ing and controlling the performance of sales personnel. Sales objectives should be stated in 
precise, measurable terms; specify the time period and geographic areas involved; and be 
achievable. 

Sales objectives are usually developed for both the total sales force and individual sales- 
people. Objectives for the entire force are normally stated in terms of sales volume, market 
share, or profit. Volume objectives refer to dollar or unit sales. For example, the objective for 
an electric drill producer’s sales force might be to sell $18 million worth of drills, or 600,000 
drills annually. When sales goals are stated in terms of market share, they usually call for an 
increase in the proportion of the firm’s sales relative to the total number of products sold by 
all businesses in that industry. When sales objectives are based on profit, they are generally 
stated in terms of dollar amounts or return on investment. 

Sales objectives, or quotas, for individual salespeople are commonly stated in terms of 
dollar or unit sales volume. Other bases used for individual sales objectives include average 
order size, average number of calls per time period, and ratio of orders to calls. 


DETERMINING SALES FORCE SIZE 


Sales force size is important because it influences the company’s ability to generate sales and 
profits. Moreover, size of the sales force affects the compensation methods used, salespeople’s 
morale, and overall sales force management. Sales force size must be adjusted periodically 
because a firm’s marketing plans change along with markets and forces in the marketing 
environment. One danger in cutting back the size of the sales force to increase profits is that 
the sales organization may lose strength and resiliency, preventing it from rebounding when 
growth occurs or better market conditions prevail. 

Several analytical methods can help determine optimal sales force size. One method 
involves determining how many sales calls per year are necessary for the organization to 
serve customers effectively and then dividing this total by the average number of sales calls 
a salesperson makes annually. A second method is based on marginal analysis, in which 
additional salespeople are added to the sales force until the cost of an additional salesper- 
son equals the additional sales generated by that person. Although marketing managers 
may use one or several analytical methods, they normally temper decisions with subjective 
judgments. 


RECRUITING AND SELECTING SALESPEOPLE 


To create and maintain an effective sales force, sales managers must recruit the right type of 
salespeople. In recruiting, the sales manager develops a list of qualified applicants for sales 
positions. Effective recruiting efforts are a vital part of implementing the strategic sales force 
plan and can help assure successful organizational performance. Costs of hiring and training 
a salesperson are soaring, reaching more than $60,000 in some industries. Thus, recruiting 
errors are expensive. 


Recruiting and Selecting 
Salespeople 

Potential sales force employees 
can be recruited through a 
variety of sources, including job 
fairs. 
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To ensure that the recruiting process results in a pool of qualified applicants, a sales man- 


ager establishes a set of qualifications before beginning to recruit. Although marketers have 
tried for years to identify a set of traits characterizing effective salespeople, no set of generally 
accepted characteristics exists yet. Experts agree that good salespeople exhibit optimism, flex- 
ibility, self-motivation, good time management skills, empathy, and the ability to network 
and maintain long-term customer relationships. Today, companies are increasingly seeking 
applicants capable of employing relationship-building and consultative approaches as well as 
the ability to work effectively in team selling efforts. 

Sales managers must determine what set of traits best fits their companies’ particular 
sales tasks. Two activities help establish this set of required attributes. First, the sales manager 
should prepare a job description listing specific tasks salespeople are to perform. Second, the 
manager should analyze characteristics of the firm’s successful salespeople, as well as those of 
ineffective sales personnel. From the job description and analysis of traits, the sales manager 
should be able to develop a set of specific requirements and be aware of potential weaknesses 
that could lead to failure. 

A sales manager generally recruits applicants from several sources: departments within 
the firm, other firms, employment agencies, educational institutions, respondents to adver- 
tisements, websites (like Monster.com), and individuals recommended by current employees. 
The specific sources depend on the type of salesperson required and the manager's experi- 
ences and successes with particular recruiting tactics. 

The process of recruiting and selecting salespeople varies considerably from one com- 
pany to another. Companies intent on reducing sales force turnover are likely to have 
strict recruiting and selection procedures. Sales management should design a selection 
procedure that satisfies the company’s specific needs. Some organizations use the spe- 
cialized services of other companies to hire sales personnel. The process should include 
steps that yield the information required to make accurate selection decisions. However, 
because each step incurs a certain amount of expense, there should be no more steps than 
necessary. Stages of the selection process should be sequenced so that the more expensive 
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steps, such as a physical examination, occur near the end. Fewer people will then move 
through higher-cost stages. 

Recruitment should not be sporadic; it should be a continuous activity aimed at reach- 
ing the best applicants. The selection process should systematically and effectively match 
applicants’ characteristics and needs with the requirements of specific selling tasks. Finally, 
the selection process should ensure that new sales personnel are available where and when 


needed. 


TRAINING SALES PERSONNEL 


Many organizations have formal training programs; others depend on informal, on-the-job 
training. Some systematic training programs are quite extensive, whereas others are rather 
short and rudimentary. Whether the training program is complex or simple, developers must 
consider what to teach, who to train, and how to train them. 

A sales training program can concentrate on the company, its products, or selling meth- 
ods. Training programs often cover all three. Such programs can be aimed at newly hired 
salespeople, experienced salespeople, or both. Training for experienced company salespeople 
usually emphasizes product information or the use of new technology, although salespeople 
must also be informed about new selling techniques and changes in company plans, poli- 
cies, and procedures. Sales managers should use ethics training to institutionalize an ethical 
climate, improve employee satisfaction, and help prevent misconduct. IBM’s Health Care 
and Life Sciences Group, for example, constantly educates its sales force concerning chang- 
ing trends and effective ways to reach clients. The vice president of IBM’s Eastern Regional 
Solution Sales runs two weeks of extensive sales force training each year, part of which is used 
to familiarize the sales representatives with new products and services as well as current cus- 
tomer concerns.” Ordinarily, new sales personnel require comprehensive training, whereas 
experienced personnel need both refresher courses on established products and training 
regarding new-product information and technology changes. 

Sales training may be done in the field, at educational institutions, in company facilities, 
and/or online using web-based technology. For example, Platinum Guild International USA 
used web-based technologies to launch its first online sales training program as an interactive 
module that retail jewelers could utilize to learn about the platinum industry.”” For many 
companies, online training saves time and money and helps salespeople learn about new 
products quickly. Some firms train new employees before assigning them to a specific sales 
position. Others put them into the field immediately, providing formal training only after 
they have gained some experience. Training programs for new personnel can be as short as 
several days or as long as three years; some are even longer. Sales training for experienced per- 
sonnel is often scheduled when sales activities are not too demanding. Because experienced 
salespeople usually need periodic retraining, a firm’s sales management must determine the 
frequency, sequencing, and duration of these efforts. 

Sales managers, as well as other salespeople, often engage in sales training, whether daily 
on the job or periodically during sales meetings. Salespeople sometimes receive training 
from technical specialists within their own organizations. In addition, a number of outside 
companies specialize in providing sales training programs. Materials for sales training pro- 
grams range from videos, texts, online materials, manuals, and cases to programmed learning 
devices and digital media. Lectures, demonstrations, simulation exercises, role-plays, and 
on-the-job training can all be effective training methods. Self-directed learning to supple- 
ment traditional sales training has the potential to improve sales performance. The choice of 
methods and materials for a particular sales training program depends on type and number 
of trainees, program content and complexity, length and location, size of the training budget, 
number of trainers, and a trainer's expertise. 
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COMPENSATING SALESPEOPLE 


To develop and maintain a highly productive sales force, an organization must formulate and 
administer a compensation plan that attracts, motivates, and retains the most effective individu- 
als. The plan should give sales management the desired level of control and provide sales person- 
nel with acceptable levels of income, freedom, and incentive. It should be flexible, equitable, easy 
to administer, and easy to understand. Good compensation programs facilitate and encourage 
proper treatment of customers. Obviously, it is quite difficult to incorporate all of these require- 
ments into a single program. Figure 18.2 shows the average salaries for sales representatives. 
Developers of compensation programs must determine the general level of compensation 
required and the most desirable method of calculating it. In analyzing the required compensa- 
tion plan, sales management must ascertain a salesperson’s value to the company on the basis 
of the tasks and responsibilities associated with the sales position. Sales managers may consider 
a number of factors, including salaries of other types of personnel in the firm, competitors’ 
compensation plans, costs of sales force turnover, and nonsalary selling expenses. The average 
low-level salesperson earns about $71,000 annually (including commissions and bonuses), 
whereas a high-level, high-performing salesperson can make hundreds of thousands a year. 
Sales compensation programs usually reimburse salespeople for selling expenses, provide 
some fringe benefits, and deliver the required compensation level. To achieve this, a firm may 
use one or more of three basic compensation methods: straight salary, straight commission, 
or a combination of the two. Table 18.2 lists the major characteristics, advantages, and dis- 
advantages of each method. In a straight salary compensation plan, salespeople are paid a 
specified amount per time period, regardless of selling effort. This sum remains the same until 
they receive a pay increase or decrease. Although this method is easy to administer and affords 
salespeople financial security, it provides little incentive for them to boost selling efforts. In 
a straight commission compensation plan, salespeople’s compensation is determined solely 


__Average Salaries for Sales Representatives* 


™ Base 
~ Bonus 


*Average salary: $130,000 


i Source: Adapted from Joseph Kornik, “What's It All Worth?” Sales and Marketing Management, May 2007, p. 29. 
© Cengage Learning 2013. 
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t 10.4 Characteristics of Sales Force Compensation Methods 


Compensation 


Method Use (%)* 


Straight salary 


Straight commission 


Combination 


When Especially Useful 


Compensating new sales- 
people; firm moves into 
new sales territories that 
require developmental 
work; sales requiring 
lengthy presale and post- 
sale services 


Highly aggressive selling is 
required; nonselling tasks 
are minimized; company 
uses contractors and part- 
timers 


Sales territories have rela- 
tively similar sales poten- 
tial; firm wishes to provide 
incentive but still control 
sales force activities 


Advantages 


Gives salespeople secu- 
rity; gives sales managers 
control over salespeople; 
easy to administer; yields 
more predictable selling 
expenses 


Provides maximum 
amount of incentive; by 
increasing commission 
rate, sales managers can 
encourage salespeople to 
sell certain items; selling 
expenses relate directly to 
sales resources 


Provides certain level of 
financial security; provides 
some incentive; can move 
sales force efforts in profit- 
able direction 


*The figures are computed from Dartnell’s 30th Sales Force Compensation Survey, Dartnell Corporation, Chicago, 1999. 


Source: Charles Futrell, Sales Management (Ft. Worth: Dryden Press, 2001), pp. 307-316. 


Disadvantages 


Provides no incentive; 
necessitates closer supervi- 
sion of salespeople; dur- 
ing sales declines, selling 
expenses remain constant 


Salespeople have little 
financial security; sales 
managers have minimum 
control over sales force; 
may cause salespeople to 
give inadequate service to 
smaller accounts; selling 
costs less predictable 


Selling expenses less pre- 
dictable; may be difficult to 
administer 


by sales for a given period. A commission may be based on a single percentage of sales or on 
a sliding scale involving several sales levels and percentage rates (e.g., sales under $500,000 a 
quarter would receive a smaller commission than sales over $500,000 each quarter). Although 
this method motivates sales personnel to escalate their selling efforts, it offers them little 
financial security, and it can be difficult for sales managers to maintain control over the sales 
force. Many new salespeople indicate a reluctance to accept the risks associated with straight 
commission. However, more experienced salespeople know this option can provide the great- 
est income potential. For these reasons, many firms offer a combination compensation plan 
in which salespeople receive a fixed salary plus a commission based on sales volume. Some 
combination programs require that a salesperson exceed a certain sales level before earning a 
commission; others offer commissions for any level of sales. 

When selecting a compensation method, sales management weighs the advantages and 
disadvantages listed in the table. Researchers have found that higher commissions are the most 
preferred reward, followed by pay increases.*? For example, the Container Store, which mar- 
kets do-it-yourself organizing and storage products, prefers to pay its sales staff salaries that 
are 50 to 100 percent higher than those offered by rivals instead of basing pay on commission 
plans.** When sales fell for the first time in 30 years, the Container Store refused to lay off staff 
like other companies were doing. Instead, the company froze salaries and 401(k) matches for 
everyone in the company and introduced sales contests as a way to motivate staff.” 


Motivating Salespeople 
Mary Kay iconically uses the pink 
Cadillac as motivation for the 

company’s sales representatives. 
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MoTIVATING SALESPEOPLE 


Although financial compensation is an important incentive, additional programs are neces- 
sary for motivating sales personnel. The nature of the jobs, job security, and pay are consid- 
ered to be the most important factors for the college student going into the sales area today.” 
A sales manager should develop a systematic approach for motivating salespeople to be pro- 
ductive. Effective sales force motivation is achieved through an organized set of activities 
performed continuously by the company’s sales management. 

Sales personnel, like other people, join organizations to satisfy personal needs and achieve 
personal goals. Sales managers must identify those needs and goals and strive to create an 
organizational climate that allows each salesperson to fulfill them. Enjoyable working condi- 
tions, power and authority, job security, and opportunity to excel are effective motivators, as 
are company efforts to make sales jobs more productive and efficient. At the Container Store, 
for example, first-year sales personnel receive 263 hours of training about the company’s 
products.’” Research has shown that a strong corporate culture leads to higher levels of job 
satisfaction and organizational commitment and lower levels of job stress.”* 

Sales contests and other incentive programs can also be effective motivators. These can 
motivate salespeople to increase sales or add new accounts, promote special items, achieve 
greater volume per sales call, and cover territories more thoroughly. However, companies need to 
understand salespersons’ preferences when designing contests in order to make them effective in 
increasing sales. Some companies find such contests powerful tools for motivating sales person- 
nel to achieve company goals. Managers should be careful to craft sales contests that support a 
strong customer orientation as well as motivate salespeople. In smaller firms lacking the resources 
for a formal incentive program, a simple but public “thank-you” and the recognition from man- 
agement at a sales meeting, along with a small-denomination gift card, can be very rewarding. 

Salesperson turnover is one of the most critical concerns of organizations. Lower organi- 
zational commitment has been found to relate directly to job turnover. Identifying with the 


© The Orange County Register/Zuma Press 


CHAPTER 18: PERSONAL SELLING AND SALES PROMOTION 


organization and performance are tied directly to organizational commitment that reduces turn- 
over.”” Properly designed incentive programs pay for themselves many times over, and sales man- 
agers are relying on incentives more than ever. Recognition programs that acknowledge outstand- 
ing performance with symbolic awards, such as plaques, can be very effective when carried out in 
a peer setting. The most common incentive offered by companies is cash, followed by gift cards 
and travel.*® Travel reward programs can confer a high-profile honor, provide a unique experi- 
ence that makes recipients feel special, and build camaraderie among award-winning salespeople. 
However, some recipients of travel awards may feel they already travel too much on the job. Cash 
rewards are easy to administer, are always appreciated by recipients, and appeal to all demographic 
groups. However, cash has no visible “trophy” value and provides few “bragging rights.” The ben- 
efits of awarding merchandise are that the items have visible trophy value. In addition, recipients 
who are allowed to select the merchandise experience a sense of control, and merchandise awards 
can help build momentum for the sales force. The disadvantages of using merchandise are that 
employees may have lower perceived value of the merchandise, and the company may experience 
greater administrative problems. Some companies outsource their incentive programs to compa- 
nies that specialize in the creation and management of such programs. 


MANAGING SALES [TERRITORIES 


The effectiveness of a sales force that must travel to customers is somewhat influenced by 
managements decisions regarding sales territories. When deciding on territories, sales man- 
agers must consider size, geographic shape, routing, and scheduling. 


Creating Sales Territories 


Several factors enter into the design of a sales territory’s size Sun. Total” 
and geographic shape. First, sales managers must construct 


Products Solutions Services Customers Resources Company 


territories that allow sales potential to be measured. Sales 
territories often consist of several geographic units, such as products 
census tracts, cities, counties, or states, for which market 
data are obtainable. Sales managers usually try to create 
territories with similar sales potential, or requiring about 


the same amount of work. If territories have equal sales bd al 
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inequities always prevail. A territory's size and geographical 
shape should also help the sales force provide the best pos- 
sible customer coverage and should minimize selling costs. 
Customer density and distribution are important factors. 


Evaluating Sales Performance 
SumTotal offers systems to track salesperson productivity. 
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Routing and Scheduling Salespeople 

The geographic size and shape of a sales territory are the most important factors affecting 
the routing and scheduling of sales calls. Next in importance is the number and distribution 
of customers within the territory, followed by sales call frequency and duration. Those in 
charge of routing and scheduling must consider the sequence in which customers are called 
on, specific roads or transportation schedules to be used, number of calls to be made in a given 
period, and time of day the calls will occur. In some firms, salespeople plan their own routes 
and schedules with little or no assistance from the sales manager. In others, the sales manager 
maintains significant responsibility. No matter who plans the routing and scheduling, the 
major goals should be to minimize salespeople’s nonselling time (time spent traveling and 
waiting) and maximize their selling time. The goal in planning should try to achieve these 
goals so that a salesperson’s travel and lodging costs are held to a minimum. 


CONTROLLING AND EVALUATING SALES FORCE 
PERFORMANCE 


To control and evaluate sales force performance properly, sales management needs information. A 
sales manager cannot observe the field sales force daily and thus relies on salespeople’ call reports, 
customer feedback, contracts, and invoices. Call reports identify the customers called on and pres- 
ent detailed information about interactions with those clients. Sales personnel often must file work 
schedules indicating where they plan to be during specific time periods. Data about a salesperson’s 
interactions with customers and prospects can be included in the company’s customer relationship 
management system. This information provides insights about the salesperson’s performance. 

Dimensions used to measure a salesperson’s performance are determined largely by sales 
objectives, normally set by the sales manager. If an individual’s sales objective is stated in 
terms of sales volume, that person should be evaluated on the basis of sales volume generated. 
Even if a salesperson is assigned a major objective, he or she is ordinarily expected to achieve 
several related objectives as well. Thus, salespeople are often judged along several dimensions. 
Sales managers evaluate many performance indicators, including average number of calls 
per day, average sales per customer, actual sales relative to sales potential, number of new- 
customer orders, average cost per call, and average gross profit per customer. 

To evaluate a salesperson, a sales manager may compare one or more of these dimensions 
with predetermined performance standards. However, sales managers commonly compare a 
salesperson’s performance with that of other employees operating under similar selling con- 
ditions or the salesperson’s current performance with past performance. Sometimes, man- 
agement judges factors that have less direct bearing on sales performance, such as personal 
appearance, product knowledge, and ethical standards. One concern is the tendency to repri- 
mand top sellers less severely than poor performers for engaging in unethical selling practices. 

After evaluating salespeople, sales managers take any needed corrective action to improve 
sales force performance. They may adjust performance standards, provide additional train- 
ing, or try other motivational methods. Corrective action may demand comprehensive 
changes in the sales force. 


The Nature of Sales Promotion 


Sales promotion is an activity or material, or both, that acts as a direct inducement, offering 
added value or incentive for the product, to resellers, salespeople, or consumers. It encompasses 
all promotional activities and materials other than personal selling, advertising, and public 
relations. Wendy’s, for example, created a social media promotion called “Free Fries For All.” 
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Avon Empowers Women Environmentally 


von is taking its theme of woman empowerment by donating $1 million to the Nature Conservancy. One year 

to a new level in its creation of a “global women’s later, the number of new trees planted had reached 2 million. 

environmental movement.” Avon launched the Avon hopes its efforts will begin the steps to restore the 93 
environmental initiative Hello Green Tomorrow in 65 countries percent of South American rainforest that has been depleted. 


with an aim to replenish South America’s rainforests. Helping 
in its endeavor is Avon’s 6 million sales representatives, who 
will promote green education worldwide. 


Avon is also encouraging its suppliers to be sustainable and 
plans to be 100 percent supplied by recycled or certified paper 
products within the next decade (certification indicates that the 
Its message to consumers is simple: donate as little as $1 to wood came from responsibly managed forests). Avon seems 
plant a tree. Determined to lead by example, Avon started off dedicated to saving the environment one dollar at a time.‘ 


Consumers could get an order of free Natural Cut Sea Salt Fries by going to Wendy’s Facebook 
app and clicking on the “fry” icon.*! In competitive markets, where products are very similar, 
sales promotion provides additional inducements that encourage product trial and purchase. 

Marketers often use sales promotion to facilitate personal selling, advertising, or both. 
Companies also employ advertising and personal selling to support sales promotion activi- 
ties. For example, marketers frequently use advertising to promote contests, free samples, and 
premiums. The most effective sales promotion efforts are highly interrelated with other pro- 
motional activities. Decisions regarding sales promotion often affect advertising and personal 
selling decisions, and vice versa. 

Sales promotion can increase sales by providing extra purchasing incentives. Many opportu- 
nities exist to motivate consumers, resellers, and salespeople to take desired actions. Some kinds 
of sales promotion are designed specifically to stimulate resellers’ demand and effectiveness, some 
are directed at increasing consumer demand, and some focus on both consumers and resellers. 
Regardless of the purpose, marketers must ensure that sales promotion objectives are consistent 
with the organizations overall objectives, as well as with its marketing and promotion objectives. 

When deciding which sales promotion methods to use, marketers must consider several 
factors, particularly product characteristics (price, size, weight, costs, durability, uses, fea- 
tures, and hazards) and target market characteristics (age, gender, income, location, density, 
usage rate, and shopping patterns). How products are distributed and the number and types 
of resellers may determine the type of method used. The competitive and legal environment 
may also influence the choice. 

The use of sales promotion has increased dramatically over the past 30 years, primarily 
at the expense of advertising. This shift in how promotional dollars are used has occurred 
for several reasons. Heightened concerns about value have made customers more responsive 
to promotional offers, especially price discounts and point-of-purchase displays. Thanks to 
their size and access to checkout scanner data, retailers have gained considerable power in the 
supply chain and are demanding greater promotional efforts from manufacturers to boost 
retail profits. Declines in brand loyalty have produced an environment in which sales promo- 
tions aimed at persuading customers to switch brands are more effective. Finally, the stronger 
emphasis placed on improving short-term performance results calls for greater use of sales 
promotion methods that yield quick (although perhaps short-lived) sales increases.” 

In the remainder of this chapter, we examine several consumer and trade sales promotion 
methods, including what they entail and what goals they can help marketers achieve. 
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CONSUMER SALES PROMOTION METHODS 


Consumer sales promotion methods encourage or stimulate consumers to patronize spe- 
cific retail stores or try particular products. Consumer sales promotion methods initiated by 
retailers often aim to attract customers to specific locations, whereas those used by manu- 
facturers generally introduce new products or promote established brands. In this section, 
we discuss coupons, cents-off offers, money refunds and rebates, frequent-user incentives, 
point-of-purchase displays, demonstrations, free samples, premiums, consumer contests and 
games, and consumer sweepstakes. 


Coupons 


Coupons reduce a product’s price and aim to prompt customers to try new or estab- 
lished products, increase sales volume quickly, attract repeat purchasers, or introduce 
new package sizes or features. Savings are deducted from the purchase price. Coupons 
are the most widely used consumer sales promotion technique. Although coupon usage 
had been spiraling downward for years, the economic downturn reversed this trend. In 
2010, 332 billion coupons were redeemed for a value of $3.7 billion.** Digital coupons 
via websites and mobile apps are also becoming popular. Table 18.3 outlines the top 
10 most popular online printable and mobile coupon categories. Social deal sites such 
as Groupon, Living Social, and BuyWithMe, while not exactly in the coupon area, are 
encouraging consumers to look for deals or better prices. To take advantage of the new 
consumer interest in coupons, digital marketing—including mobile, social, and other 
platforms—are being used for couponing. For instance, Cold Stone Creamery is increas- 
ingly using digital coupons as incentives, allocating 20 percent of its couponing budget 
toward digital coupons. However, print coupons are still the most widely used and have 
the most redemption value. 


Top 10 Coupon Categories, Printable versus Mobile Access 


Rank Online Printable Coupons* Coupons Accessed via Mobile* 


1 Ready-to-eat cereal Ready-to-eat cereal 


N 


OV 


Yogurt Yogurt 

3 Refrigerated dough Refrigerated dough 

4 Vegetables Vegetables 

5 Portable snacks Lunch meats 
Lunch meats Dessert items 

7 Nutritional snacks Portable snacks 

8 Dessert items Nutritional snacks 

9 Cheese Cheese 


10 Baby needs; Other Bottled water, noncarbonated 
* First half of 2010. 


Source: Katy Bachman, “Younger Consumers Prefer Online Coupons,” Brand Week, April 2, 2009, © 2011. 
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For best results, coupons should be easily recognized and state the offer clearly. The 
nature of the product (seasonal demand for it, life-cycle stage, and frequency of purchase) 
is the prime consideration in setting up a coupon promotion. Paper coupons are distrib- 
uted on and inside packages, through freestanding inserts, in print advertising, on the 
back of cash register receipts, and through direct mail. Electronic coupons are distributed 
online, via in-store kiosks, through shelf dispensers in stores, and at checkout counters.” 
As shown in Figure 18.3, young people are more accepting of online coupons than older 
age groups. When deciding on the distribution method for coupons, marketers should 
consider strategies and objectives, redemption rates, availability, circulation, and exclusiv- 
ity. The coupon distribution and redemption arena has become very competitive. To avoid 
losing customers, many grocery stores will redeem any coupons offered by competitors. 
Also, to draw customers to their stores, grocers double and sometimes even triple the value 
of customers’ coupons. 

Coupons offer several advantages. Print advertisements with coupons are often more 
effective at generating brand awareness than are print ads without coupons. Generally, the 
larger the coupon’s cash offer, the better the recognition generated. Coupons reward cur- 
rent product users, win back former users, and encourage purchases in larger quantities. 
Because they are returned, coupons also help a manufacturer determine whether it reached 
the intended target market. The advantages of using electronic coupons over paper cou- 
pons include lower cost per redemption, greater targeting ability, improved data-gathering 
capabilities, and greater experimentation capabilities to determine optimal face values and 
expiration cycles.*° 

Drawbacks of coupon use include fraud and misredemption, which can be expen- 
sive for manufacturers. Coupon fraud—including counterfeit Internet coupons as well 


as coupons cashed in under false retailer names—costs manufacturers hundreds of mil- 
lions in losses each year.’ Another disadvantage, according to some experts, is that cou- 
pons are losing their value; because so many manufacturers offer them, consumers have 
learned not to buy without some incentive, whether that pertains to a coupon, a rebate, 
or a refund. Furthermore, brand loyalty among heavy coupon users has diminished, and 
many consumers redeem coupons only for products they normally buy. It is believed that 


ee 


ly 


Source: Katy Bachman, “Younger Consumers Prefer Online Coupons,” Brand Week, April 2, 
2009, www.brandweek.com/bw/content_display/news-and-features/shopper-marketing/ 
€3i73a607e8e83226da705b8c06515229¢c4 (accessed July 25, 2011). 
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Enjoy a fresh about three-fourths of coupons are redeemed by people 


nO RAL already using the brand on the coupon. Thus, coupons 
100 /p NATU have questionable success as an incentive for consumers 
choice. 


to try a new brand or product. An additional problem 
with coupons is that stores often do not have enough of 
the coupon item in stock. This situation generates ill will 
toward both the store and the product. 


Cents-Off Offers 


With cents-off offers, buyers pay a certain amount less 
than the regular price shown on the label or package. 
Like coupons, this method can serve as a strong incen- 
tive for trying new or unfamiliar products and is com- 
monly used in product introductions. It can stimulate 
product sales or multiple purchases, yield short-lived sales 
increases, and promote products during off-seasons. It is 
Maman ac Ge pireasevattves an easy method to control and is often used for specific 
No added growth hormones* purposes. If used on an ongoing basis, however, cents-off 
14 grams of protein per serving offers reduce the price for customers who would buy at 
the regular price and may also cheapen a product’s image. 
In addition, the method often requires special handling 
by retailers who are responsible for giving the discount at 
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Money Refunds 
Coupons With money refunds, consumers submit proof of pur- 
Daisy stimulates sales for its products through the use of coupons. chase and are mailed a specific amount of money. Usually, 


manufacturers demand multiple product purchases before 

consumers qualify for money refunds. Marketers employ 
money refunds as an alternative to coupons to stimulate sales. Money refunds, used primarily 
to promote trial use of a product, are relatively low in cost. However, they sometimes gener- 
ate a low response rate and thus have limited impact on sales. 


Rebates 


With rebates, the consumer is sent a specified amount of money for making a single product 
purchase. Rebates are generally given on more expensive products than money refunds and 
are used to encourage customers. Marketers also use rebates to reinforce brand loyalty, pro- 
vide promotion buzz for salespeople, and advertise the product. On larger items, such as cars, 
rebates are often given at the point of sale. Most rebates, however, especially on smaller items, 
are given after the sale, usually through a mail-in process. 

One problem with money refunds and rebates is that many people perceive the 
redemption process as too complicated. According to one estimate, at least 40 percent of 
consumers do not get their money back because they fail to meet the requirements. Due 
to the high level of customer complaints, Best Buy eliminated mail-in rebates several years 
ago.” To eliminate these complications, many marketers allow customers to apply for a 
rebate online, which eliminates the need for forms that may confuse customers and frus- 
trate retailers. Consumers may also have negative perceptions of manufacturers’ reasons 
for offering rebates. They may believe the products are untested or have not sold well. If 
these perceptions are not changed, rebate offers may actually degrade product image and 


desirability. 
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Frequent-User Incentives 


Greeting cards aren't the only products offered by Hallmark. To reward loyal customers, the 
company offers the Hallmark Gold Crown Card, which allows frequent greeting card buyers to 
accrue points that are redeemable for merchandise and discounts.*” Many firms develop incen- 
tive programs to reward customers who engage in repeat (frequent) purchases. For example, 
most major airlines offer frequent-flyer programs that reward customers who have flown a speci- 
fied number of miles with free tickets for additional travel. Frequent-user incentives foster cus- 
tomer loyalty to a specific company or group of cooperating companies. They are favored by 
service businesses such as airlines, auto rental agencies, hotels, and local coffee shops. Frequent- 
user programs not only reward loyal customers but also generate data that can contribute signif- 
icant information about customers that helps marketers foster desirable customer relationships. 


Point-of-Purchase Materials and Demonstrations 


Point-of-purchase (POP) materials include outdoor signs, window displays, counter 
pieces, display racks, and self-service cartons. Innovations in POP displays include sniff- 
teasers, which give off a product’s aroma in the store as consumers walk within a radius 
of four feet, and computerized interactive displays. These items, often supplied by produc- 
ers, attract attention, inform customers, and encourage retailers to carry particular products. 
Retailers have also begun experimenting with new forms of POP technology. For example, 
The Limited has considered the installation of interactive mirrors in its stores. These mirrors 
would allow a shopper to scan a dress and then use the mirror to project the dress onto her 
body to see how she would look in it.“ A retailer is likely to use point-of-purchase materials 
if they are attractive, informative, well-constructed, and in harmony with the store’s image. 

Demonstrations are excellent attention-getters. Manufacturers offer them temporarily 
to encourage trial use and purchase of a product or to show how a product works. Because 
labor costs can be extremely high, demonstrations are not used widely. They can be highly 
effective for promoting certain types of products, such as appliances, cosmetics, and clean- 
ing supplies. Even automobiles can be demonstrated, not only by a salesperson but also by 
the prospective buyer during a test drive. Cosmetics marketers, such as Estée Lauder and 
Clinique, sometimes offer potential customers “makeovers” to demonstrate product benefits 
and proper application. 


Free Samples 


Marketers use free samples to stimulate trial of a product, increase sales volume in the early 
stages of a product's life cycle, and obtain desirable distribution. To combat declining brand loy- 
alty, Anheuser-Busch gave out 500,000 samples of free beer throughout the nation.*’ Sampling 
is the most expensive sales promotion method because production and distribution—at local 
events, by mail or door-to-door delivery, online, in stores, and on packages—entail high 
costs. However, it can also be one of the most effective sales promotion methods: a survey by 
the Promotion Marketing Association’s Product Sampling Council found that 92 percent of 
respondents said they would buy a new product that they had sampled and liked. Nonetheless, 
sampling’s expense remains a key reason it is not used more often.” 

Many consumers prefer to get their samples by mail. Other consumers like to sam- 
ple new food products at supermarkets or try samples of new recipes featuring foods they 
already like. In designing a free sample, marketers should consider factors like seasonal 
demand for the product, market characteristics, and prior advertising. Free samples usu- 
ally are inappropriate for slow-turnover products. Despite high costs, use of sampling is 
increasing. In a given year, almost three-fourths of consumer product companies may 
use sampling. Distribution of free samples through websites like StarcSampling.com and 
FreeSamples.com is growing. 


Frequent-User 
Incentives 

Frequent-user incentive 
programs are often utilized by 
airlines and hotels, as is the case 
with Carlson Hotels. 
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Premiums 


Premiums are items offered free or at a minimal cost as a bonus for purchasing a product. 
Like the prize in the Cracker Jack box, premiums are used to attract competitors’ customers, 
introduce different sizes of established products, add variety to other promotional efforts, 
and stimulate consumer loyalty. Creativity is essential when using premiums; to stand out 
and achieve a significant number of redemptions, the premium must match both the target 
audience and the brand’s image. Premiums must also be easily recognizable and desirable. 
Premiums are placed on or inside packages and can also be distributed by retailers or through 
the mail. Examples include a service station giving a free carwash with a fill-up, a free shaving 
cream with the purchase of a razor, and a free plastic storage box with the purchase of Kraft 


Cheese Singles. 


Consumer Contests 


In consumer contests, individuals compete for prizes based on their analytical or creative 
skills. This method can be used to generate retail traffic and frequency of exposure to 
promotional messages. Contestants are usually more highly involved in consumer contests 
than in games or sweepstakes, even though total participation may be lower. Contests 
may also be used in conjunction with other sales promotional methods, such as coupons. 
For example, Coca-Cola invited amateur filmmakers to submit films for its Coca-Cola 
Refreshing Filmmaker’s Award with a grand prize of $10,000 and the chance to have their 
film featured on movie screens across the country.” 


Consumer Games 


In consumer games, individuals compete for prizes based primarily on chance—often 
by collecting game pieces like bottle caps or a sticker on a carton of French fries. Because 
collecting multiple pieces may be necessary to win or increase an individual’s chances of 
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winning, the game stimulates repeated business. Development 
and management of consumer games is often outsourced to an 
independent public relations firm, which can help marketers 
navigate federal and state laws that regulate games. Although 
games may stimulate sales temporarily, there is no evidence to 
suggest that they affect a company’s long-term sales. 

Marketers considering games should exercise care. Problems 
or errors may anger customers and could result in a lawsuit. 
McDonald’s’ wildly popular Monopoly game promotion, in 
which customers collect Monopoly real estate pieces on drink 
and French fry packages, has been tarnished by both fraud and 
lawsuits. After six successful years, McDonald’s was forced to end 
the annual promotion when a crime ring, including employees 
of the promotional firm running the game, were convicted of 
stealing millions of dollars in winning game pieces. McDonald’s 
later reintroduced the Monopoly game with heightened secu- 
rity. However, the Monopoly promotion underwent scrutiny 
once again, becoming the focus of a class-action lawsuit filed by 
Burger King franchisees, who claimed their customers were lured 
away by the false promises of the McDonald’s game. The claim 
did not hold up in court, however, and was later dismissed.“ 


Sweepstakes 


Entrants in a consumer sweepstakes submit their names for 
inclusion in a drawing for prizes. In 2011, the Travel Channel 
awarded one Grand Prize Winner a trip for two to Greece that 
included airfare, a three-night stay at the Park Hotel Athens, and 
a three-night cruise.“ Sweepstakes are employed more often than 
consumer contests and tend to attract a greater number of par- 


Marketing Debate 


Drug Companies Give Billions 
in Free Samples 


ISSUE: Should drug companies be allowed to 
distribute free drug samples? 


Drug companies often distribute free samples to doctors 
as a form of promotion. Pfizer provided $2.7 billion 

in free samples during a one-year period. Concerned 
medical professionals believe that brand-name samples 
encourage doctors to prescribe them in place of more 
affordable generic alternatives or more appropriate 
medicines. Free samples also bypass the pharmacist, 
which is risky because pharmacists possess databases 
to detect how the sample might interact with other 
prescriptions. Drug companies claim samples give 
doctors firsthand knowledge of new treatments. 
Additionally, a study revealed that even after free 
samples are banned, there is only a slight reduction 

in the brand-name drugs prescribed. Is it responsible 
for drug companies to encourage trials through free 
samples?? 


ticipants. However, contestants are usually more involved in consumer contests and games 
than in sweepstakes, even though total participation may be lower. Contests, games, and 
sweepstakes may be used in conjunction with other sales promotion methods like coupons. 


TRADE SALES PROMOTION METHODS 


To encourage resellers, especially retailers, to carry their products and promote them effec- 
tively, producers use trade sales promotion methods. Trade sales promotion methods 
attempt to persuade wholesalers and retailers to carry a producer's products and market them 
more aggressively. Marketers use trade sales methods for many reasons, including countering 
the effect of lower-priced store brands, passing along a discount to a price-sensitive market 
segment, boosting brand exposure among target consumers, or providing additional incen- 
tives to move excess inventory or counteract competitors. These methods include buying 
allowances, buy-back allowances, scan-back allowances, merchandise allowances, cooperative 
advertising, dealer listings, free merchandise, dealer loaders, premium or push money, and 
sales contests. 


Trade Allowances 


Many manufacturers offer trade allowances to encourage resellers to carry a product or 
stock more of it. One such trade allowance is a buying allowance, a temporary price 
reduction offered to resellers for purchasing specified quantities of a product. A soap 
producer, for example, might give retailers $1 for each case of soap purchased. Such 
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Consumer Sweepstakes 
Customers will submit their 
names in company sweepstakes 
promotions for opportunities to 
win prizes and other rewards. 


buy-back allowance 
A sum of money given to a 
reseller for each unit bought 
after an initial promotion deal 
is over 


scan-back allowance 

A manufacturer's reward to 
retailers based on the number of 
pieces scanned 


merchandise 
allowance 

A manufacturer's agreement to 
pay resellers certain amounts 
of money for providing special 
promotional efforts, such as 
setting up and maintaining a 
display 
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ULTIMATE RIDE 
SWEEPSTAKES 


ENTER AT TOYOTIRES.COM 


offers provide an incentive for resellers to handle new products, achieve temporary price 
reductions, or stimulate purchase of items in larger-than-normal quantities. The buying 
allowance, which takes the form of money, yields profits to resellers and is simple and 
straightforward. There are no restrictions on how resellers use the money, which increases 
the method’s effectiveness. One drawback of buying allowances is that customers may 
buy “forward”—that is, buy large amounts that keep them supplied for many months. 
Another problem is that competitors may match (or beat) the reduced price, which can 
lower profits for all sellers. 

A buy-back allowance is a sum of money that a producer gives to a reseller for each unit 
the reseller buys after an initial promotional deal is over. This method is a secondary incen- 
tive in which the total amount of money resellers receive is proportional to their purchases 
during an initial consumer promotion, such as a coupon offer. Buy-back allowances foster 
cooperation during an initial sales promotion effort and stimulate repurchase afterward. The 
main disadvantage of this method is expense. 

A scan-back allowance is a manufacturer’s reward to retailers based on the number of 
pieces moved through the retailers’ scanners during a specific time period. To participate in 
scan-back programs, retailers are usually expected to pass along savings to consumers through 
special pricing. Scan-backs are becoming widely used by manufacturers because they link 
trade spending directly to product movement at the retail level. 

A merchandise allowance is a manufacturer’s agreement to pay resellers certain 
amounts of money for providing promotional efforts like advertising or point of-purchase 
displays. This method is best suited to high-volume, high-profit, easily handled products. 
A drawback is that some retailers perform activities at a minimally acceptable level simply 
to obtain allowances. Before paying retailers, manufacturers usually verify their perfor- 
mance. Manufacturers hope that retailers’ additional promotional efforts will yield sub- 
stantial sales increases. 
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Cooperative Advertising and Dealer Listings 


Cooperative advertising is an arrangement in which a manufacturer agrees to pay a certain 
amount of a retailer’s media costs for advertising the manufacturer's products. The amount 
allowed is usually based on the quantities purchased. As with merchandise allowances, a 
retailer must show proof that advertisements did appear before the manufacturer pays the 
agreed-on portion of the advertising costs. These payments give retailers additional funds 
for advertising. Some retailers exploit cooperative-advertising agreements by crowding too 
many products into one advertisement. Not all available cooperative-advertising dollars are 
used. Some retailers cannot afford to advertise, while others can afford it but do not want 
to advertise. A large proportion of all cooperative-advertising dollars is spent on newspaper 
advertisements. 

Dealer listings are advertisements promoting a product and identifying participating 
retailers that sell the product. Dealer listings can influence retailers to carry the product, 
build traffic at the retail level, and encourage consumers to buy the product at participating 


dealers. 


Free Merchandise and Gifts 


Manufacturers sometimes offer free merchandise to resellers that purchase a stated quan- 
tity of products. Occasionally, free merchandise is used as payment for allowances provided 
through other sales promotion methods. To avoid handling and bookkeeping problems, the 
“free” merchandise usually takes the form of a reduced invoice. 

A dealer loader is a gift to a retailer that purchases a specified quantity of merchan- 
dise. Dealer loaders are often used to obtain special display efforts from retailers by offering 
essential display parts as premiums. For example, a manufacturer might design a display 
that includes a sterling silver tray as a major component and give the tray to the retailer. 
Marketers use dealer loaders to obtain new distributors and push larger quantities of goods. 


Premium Money 


Premium money (push money) is additional compensation offered by the manufacturer to 
salespeople as an incentive to push a line of goods. This method is appropriate when personal 
selling is an important part of the marketing effort; it is not effective for promoting products 
sold through self-service. Premium money often helps a manufacturer obtain a commitment 
from the sales force, but it can be very expensive. 


Sales Contest 


A sales contest is designed to motivate distributors, retailers, and sales personnel by recog- 
nizing outstanding achievements. To be effective, this method must be equitable for all indi- 
viduals involved. One advantage is that it can achieve participation at all distribution levels. 
Positive effects may be temporary, however, and prizes are usually expensive. 
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CHAPTER REVIEW 


Understand the major purposes of personal 
selling. 


Personal selling is the process of informing cus- 
tomers and persuading them to purchase prod- 
ucts through paid personal communication in an 
exchange situation. The three general purposes of 
personal selling are finding prospects, persuading 
them to buy, and keeping customers satisfied. 


Describe the basic steps in the personal selling 
process. 


Many salespeople, either consciously or uncon- 
sciously, move through a general selling process as 
they sell products. In prospecting, the salesperson 
develops a database of potential customers. Before 
contacting prospects, the salesperson conducts a 
preapproach that involves finding and analyzing 
information about prospects and their needs. The 
approach is the manner in which the salesperson 
contacts potential customers. During the sales pre- 
sentation, the salesperson must attract and hold the 
prospect’s attention to stimulate interest and desire 
for the product. If possible, the salesperson should 
handle objections as they arise. During the clos- 
ing, the salesperson asks the prospect to buy the 
product or products. After a successful closing, the 
salesperson must follow up the sale. 


Identify the types of sales force personnel. 


In developing a sales force, marketing managers 
consider which types of salespeople will sell the 
firm’s products most effectively. The three classi- 
fications of salespeople are order getters, order tak- 
ers, and support personnel. Order getters inform 
both current customers and new prospects and per- 
suade them to buy. Order takers seek repeat sales 
and fall into two categories: inside order takers and 
field order takers. Sales support personnel facili- 


tate selling, but their duties usually extend beyond 
making sales. 


Recognize new types of personal selling. 


The three types of support personnel are mission- 
ary, trade, and technical salespeople. The roles of 
salespeople are changing, resulting in an increased 
focus on team selling and relationship selling. 
Team selling involves the salesperson joining with 
people from the firm’s financial, engineering, and 
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other functional areas. Relationship selling involves 
building mutually. beneficial long-term associations 
with a customer through regular communications 
over prolonged periods of time. 


Understand sales management decisions and 
activities. 


Sales force management is an important determi- 
nant of a firm’s success because the sales force is 
directly responsible for generating the organiza- 
tion’s sales revenue. Major decision areas and 
activities are establishing sales force objectives; 
determining sales force size; recruiting, selecting, 
training, compensating, and motivating salespeo- 
ple; managing sales territories; and controlling and 
evaluating sales force performance. 


Sales objectives should be stated in precise, mea- 
surable terms and specify the time period and geo- 
graphic areas involved. The size of the sales force 
must be adjusted occasionally because a firm’s mar- 
keting plans change along with markets and forces 
in the marketing environment. 


Recruiting and selecting salespeople involve attract- 
ing and choosing the right type of salesperson to 
maintain an effective sales force. When developing 
a training program, managers must consider a vari- 
ety of dimensions, such as who should be trained, 
what should be taught, and how training should 
occur. Compensation of salespeople involves for- 
mulating and administering a compensation plan 
that attracts, motivates, and retains the right types 
of salespeople. Motivated salespeople should trans- 
late into high productivity. Managing sales territo- 
ries focuses on such factors as size, shape, routing, 
and scheduling. To control and evaluate sales 
force performance, sales managers use information 
obtained through salespeople’s call reports, cus- 
tomer feedback, and invoices. 


Explain what sales promotion activities are 
and how they are used. 


Sales promotion is an activity or a material (or 
both) that acts as a direct inducement, offering 
added value or incentive for the product to resell- 
ers, salespeople, or consumers. Marketers use sales 
promotion to identify and attract new custom- 
ers, introduce new products, and increase reseller 
inventories. 
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Explore specific consumer sales promotion 
methods. 


Sales promotion techniques fall into two general 
categories: consumer and trade. Consumer sales 
promotion methods encourage consumers to 
patronize specific stores or try a particular product. 
These sales promotion methods include coupons; 
cents-off offers; money refunds and rebates; fre- 
quent-user incentives; point-of-purchase displays; 


Explore trade sales promotion methods. 


Trade sales promotion techniques can motivate 
resellers to handle a manufacturer’s products and 
market them aggressively. These sales promotion 
techniques include buying allowances, buy-back 
allowances, scan-back allowances, merchandise 
allowances, cooperative advertising, dealer list- 
ings, free merchandise, dealer loaders, premium (or 
push) money, and sales contests. 


demonstrations; free samples and premiums; and 
consumer contests, games, and sweepstakes. 


ONLINE RESOURCES 


Please visit the student website at for quizzes and games that will help 


you prepare for exams and help achieve the grade you want. 
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ISSUES FOR DISCUSSION AND REVIEW 


How does a salesperson find and evaluate prospects? 
Do you consider any of these methods to be ethi- 
cally questionable? Explain. 


1. What is personal selling? How does personal selling u & 
differ from other types of promotional activities? 


2. What are the primary purposes of personal selling? 
5. Are order getters more aggressive or creative than 


3. Identify the elements of the personal selling process. MAG M IRON e Oe 


Must a salesperson include all these elements when 
selling a product to a customer? Why or why not? 6. Why are team selling and relationship selling 


becoming more prevalent? 


9, 


10. 


Identify several characteristics of effective sales 


objectives. 


How should a sales manager establish criteria for 
selecting sales personnel? What do you think are the 
general characteristics of a good salesperson? 


What major issues or questions should manage- 
ment consider when developing a training program 
for the sales force? 


Explain the major advantages and disadvantages of 
the three basic methods of compensating salespeo- 
ple. In general, which method would you prefer? 


Why? 


MARKETING APPLICATIONS 


Ae 


Briefly describe an experience you have had with 
a salesperson at a clothing store or an automo- 
bile dealership. Describe the steps the salesperson 
used. Did the salesperson skip any steps? What did 
the salesperson do well? Not so well? Would you 
describe the salesperson as an order getter, an order 
taker, or a support salesperson? Why? Did the sales- 
person perform more than one of these functions? 


Leap Athletic Shoe Inc., a newly formed company, is 
in the process of developing a sales strategy. Market 
researchers have determined that sales management 
should segment the market into five regional ter- 
ritories. The sales potential for the North region is 
$1.2 million; for the West region, $1 million; for 
the Central region, $1.3 million; for the South 
Central region, $1.1 million; and for the Southeast 
region, $1 million. The firm wishes to maintain 
some control over the training and sales processes 
because of the unique features of its new product 
line, but Leap marketers realize that the salespeople 
need to be fairly aggressive in their efforts to break 
into these markets. They would like to provide the 
incentive needed for the extra selling effort. What 
type of sales force compensation method would you 
recommend to Leap? Why? 


Consumer sales promotions aim to increase sales 
of a particular retail store or product. Identify a 
familiar type of retail store or product. Recommend 
at least three sales promotion methods that could 
effectively promote the store or product. Explain 
why you would use these methods. 


a 
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What major factors should be taken into account 
when designing the size and shape of a sales territory? 


How does a sales manager, who cannot be with 
each salesperson in the field on a daily basis, control 
the performance of sales personnel? 


What is sales promotion? Why is it used? 


For each of the following, identify and describe 
three techniques and give several examples: (a) con- 
sumer sales promotion methods and (b) trade sales 
promotion methods. 


What types of sales promotion methods have you 
observed recently? Comment on their effectiveness. 


Producers use trade sales promotions to encour- 
age resellers to promote their products more effec- 
tively. Identify which method or methods of sales 
promotion a producer might use in the following 
situations, and explain why the method would be 
appropriate. 

a. A golf ball manufacturer wants to encourage 
retailers to add a new type of golf ball to cur- 
rent product offerings. 

b. A life insurance company wants to increase 
sales of its universal life products, which have 
been lagging recently (the company has little 
control over sales activities). 

c. A light bulb manufacturer with an overproduc- 
tion of 100-watt bulbs wants to encourage its 
grocery store chain resellers to increase their 
bulb inventories. 


ONLINE EXERCISE 
D 


TerrAlign offers consulting services and software 

products designed to help a firm maximize control 

and deployment of its field sales representatives. See 

how the company provides sales territory manage- 

ment solutions by visiting www.terralign.com. 

a. Identify three features of TerrAlign software 
that are likely to benefit salespeople. 

b. Identify three features of TerrAlign software 
that are likely to benefit sales managers. 

c. Why might field sales professionals object to 
the use of software from TerrAlign? 
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DEVELOPING YOUR MARKETING PLAN 


When developing its marketing strategy, a company 
must consider the different forms of communication 
that are necessary to reach a variety of customers. Several 
types of promotion may be required. Knowledge of the 
advantages and disadvantages of each promotional ele- 
ment is necessary when developing the marketing plan. 
Consider the information in this chapter when evaluat- 
ing your promotional mix: 


1. Review the various types of salespeople described 
in this chapter. Given your promotional objectives 
(from Chapter 16), do any of these types of sales- 


people have a place in your promotional plan? 


VIDEO CASE 


For Murray's Cheese, personal selling is the driving force behind 
its success. The business has retail sales of $2,500 per square foot 
and a growth rate of 15 to 20 percent per year at its main store 
in Greenwich Village, New York. It also recently established a 
partnership with the supermarket giant Kroger to bring Murray's 
customer-friendly environment to select Kroger supermarkets. 
Murray's views personal selling as a core competency that sets 
itself apart from the competition. The key is to inform customers 
and persuade them to purchase products in a store environ- 
ment. Murray’s sales representatives understand the importance 
of a quick presentation, overcoming objections, and closing the 
sale. Because Murray's wants its customers to be repeat buyers, 
there is an attempt to listen to customers, gain an understand- 
ing of their interests, and try to find the right product to satisfy 
their needs. 


Murray's Cheese began in 1940 as a wholesale butter and 

egg shop owned by Jewish Spanish Civil War Veteran Murray 
Greenberg. When the current president Rob Kaufelt purchased 
the shop in 1991, the store was little more than a local hole- 
in-the-wall. Kaufelt and his staff made the decision to focus on 
high-quality gourmet cheeses from around the world. Today, 
people come from all over to sample Murray's cheeses as well as 


Murray’s CHEESE ACHIEVES SUCCESS 
THROUGH PERSONAL SELLING 


2. Identify the resellers in your distribution channel. 
Discuss the role that trade sales promotions to these 
resellers could play in the development of your pro- 
motional plan. 


3. Evaluate each type of consumer sales promotion 
as it relates to accomplishing your promotional 
objectives. 


The information obtained from these questions should 
assist you in developing various aspects of your marketing 
plan found in the /nteractive Marketing Plan exercise at 
www.cengagebrain.com. 


to take classes or attend its Cheese U boot camp to learn about 
cheese. Although Murray’s extended its product line to include 
gourmet meats, crackers, olives, and dried fruit, cheese remains 
its core product. In fact, Murray's Cheese has been voted by 
Forbes as “the best cheese shop.” Its success prompted Kroger 
to seek it out as a partner in its supermarkets. Murray's Cheese 
shops can now be found in different Kroger supermarkets 
throughout the country. 


The cost that Murray's Cheese spent on advertising to become 
so successful: zero dollars. Instead of advertising, the company 
relies on in-store salespersons providing customer service and 
creating positive word-of-mouth communication to promote 
and to secure its reputation. When training its cheesemongers, 
the company recruits those who are passionate about both 
cheese and people. The company sets qualifications before 
beginning to recruit and identifies a set of traits characterizing 
effective salespeople to become cheesemongers. All customers 
who enter Murray's Greenwich Village store get to taste free 
samples of cheese before they buy it. This sampling creates 

an image of Murray's Cheese as a customer-friendly company. 
Customer relationships are so integral to Murray's that its 
cheesemongers taste the cheese with the customers. In this way, 


Murray's in-store sales force educates themselves about the 
cheeses they are selling and creates a valuable experience 
where the customer feels appreciated. By creating this unique 
experience, Murray’s often succeeds in getting customers to 
purchase more products at once and to make repeat purchases. 


This positive customer environment is what Murray's Cheese 
hopes to bring to Kroger’s. Those Kroger employees who sell 
Murray's cheeses undergo extensive training beforehand. 
Murray's even created a 300-page cheese service guide for these 
recruits. Kroger customers seem to appreciate the more atten- 
tive customer service they receive in these Murray-branded 
shops. In a pilot program, where three Murray's Cheese shops 
replaced Kroger cheese departments, sales increased 50 to 100 
percent. It was such a success that under the new partnership, 
Murray's Cheese will open 50 Murray's shops in Kroger super- 
markets within three years. 
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Personal selling does not always have to be about traveling 
throughout sales territories calling on prospects. Murray's in- 
store cheesemongers make and close sales doing what they do 
best: educating customers and sharing cheese. With Kroger’s 
success at promotion and Murray's strengths in personal selling, 
it looks to be a win-win situation for both partners. Murray's 
motivated cheesemongers help to satisfy the needs of their 
customers and achieve personal goals.*° 


QUESTIONS FOR DISCUSSION 


1. How would you explain the sales presentation that is most 
effective for selling Murray's cheese products? 


2. _ How would you apply the concept of relationship selling to 
building long-term customers at Murray's Cheese? 


3.  Doyou think that Murray's Cheese salespeople need exten- 
sive motivation and training? 
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GLOSSARY 


A 


accessibility The ability to obtain 
digital information 


accessory equipment Equipment 
that does not become part of the final 
physical product but is used in production 
or office activities 


addressability The ability of a marketer 
to identify customers before they make a 
purchase 


advertising Paid nonpersonal 
communication about an organization 
and its products transmitted to a target 
audience through mass media 


advertising appropriation The 
advertising budget for a specific time 
period 


advertising campaign The creation 
and execution of a series of advertisements 
to communicate with a particular target 
audience 


advertising platform Basic issues 
or selling points to be included in an 
advertising campaign 


advocacy advertising Advertising 
that promotes a company’s position on a 
public issue 


aesthetic modifications Changes to 
the sensory appeal of a product 


agents Intermediaries that represent 
either buyers or sellers on a permanent 
basis 


aided recall test A posttest that asks 
respondents to identify recent ads and 
provides clues to jog their memories 


allowance A concession in price to 
achieve a desired goal 


approach The manner in which a 
salesperson contacts a potential customer 


arbitrary approach Budgeting for 
an advertising campaign as specified by a 
high-level executive in the firm 


artwork An advertisements illustrations 
and layout 


Asia-Pacific Economic 
Cooperation (APEC) An alliance 
that promotes open trade and economic 
and technical cooperation among member 
nations throughout the world 


atmospherics The physical elements in 
a store's design that appeal to consumers’ 
emotions and encourage buying 


attitude An individual's enduring 
evaluation of feelings about and behavioral 
tendencies toward an object or idea 


attitude scale A means of measuring 
consumer attitudes by gauging the intensity 
of individuals’ reactions to adjectives, 
phrases, or sentences about an object 


automatic vending The use of 
machines to dispense products 


average fixed cost The fixed cost per 
unit produced 


average total cost The sum of 
the average fixed cost and the average 
variable cost 


average variable cost The variable 
cost per unit produced 


B 


bait pricing Pricing an item ina 
product line low with the intention of 
selling a higher-priced item in the line 


balance of trade The difference in value 
between a nation’s exports and its imports 


barter The trading of products 


base-point pricing Geographic 
pricing that combines factory price and 
freight charges from the base point nearest 
the buyer 


benchmarking Comparing the quality 
of the company’s goods, services, or 
processes with that of its best-performing 
competitors 


benefit segmentation The division 
of a market according to benefits that 
consumers want from the product 


Better Business Bureau A local, 
nongovernmental regulatory agency, 
supported by local businesses, that helps 
settle problems between customers and 
specific business firms 


blogs Web-based journals (short for 
“weblogs”) in which writers editorialize and 
interact with other Internet users 


brand A name, term, design, symbol, 

or any other feature that identifies one 
marketer's product as distinct from those of 
other marketers 


brand competitors Firms that market 
products with similar features and benefits 
to the same customers at similar prices 


brand equity The marketing and 
financial value associated with a brand's 
strength in a market 


brand extension Using an existing 
brand to brand a new product in a different 
product category 


brand insistence The degree of 
brand loyalty in which a customer strongly 
prefers a specific brand and will accept no 
substitute 


brand licensing An agreement 
whereby a company permits another 
organization to use its brand on other 
products for a licensing fee 


brand loyalty A customer's favorable 
attitude toward a specific brand 


brand manager The person 
responsible for a single brand 


brand mark The part of a brand not 
made up of words 


brand name The part of a brand that 
can be spoken 


brand preference The degree of 
brand loyalty in which a customer prefers 
one brand over competitive offerings 
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brand recognition A customer's 
awareness that the brand exists and is an 
alternative purchase 


breakdown approach Measuring 
company sales potential based on a general 
economic forecast for a specific period and 
the market potential derived from it 


break-even point The point at which 
the costs of producing a product equal the 
revenue made from selling the product 


brokers Intermediaries that bring buyers 
and sellers together temporarily 


buildup approach Measuring 
company sales potential by estimating 
how much of a product a potential buyer 
in a specific geographic area will purchase 
in a given period, multiplying the estimate 
by the number of potential buyers, and 
adding the totals of all the geographic 
areas considered 


bundle pricing Packaging together 
two or more complementary products and 
selling them at a single price 


business (organizational) buying 
behavior The purchase behavior of 
producers, government units, institutions, 
and resellers 


business analysis Evaluating the 
potential contribution of a product idea to 
the firm’s sales, costs, and profits 


business cycle A pattern of economic 
fluctuations that has four stages: prosperity, 
recession, depression, and recovery 


business market Individuals, 
organizations, or groups that purchase a 
specific kind of product for resale, direct 
use in producing other products, or use in 
general daily operations 


business products Products bought 
to use in an organization's operations, to 
resell, or to make other products 


business services The intangible 
products that many organizations use in 
their operations 


buy-back allowance A sum of money 
given to a reseller for each unit bought 
after an initial promotion deal is over 


buying allowance A temporary 
price reduction to resellers for purchasing 
specified quantities of a product 


buying behavior The decision 
processes and actions of people involved in 
buying and using products 


buying center The people within an 
organization who make business purchase 
decisions 


buying power Resources, such as 
money, goods, and services, that can be 
traded in an exchange 


buzz marketing An attempt to 
incite publicity and public excitement 
surrounding a product through a creative 
event 


&S 


captioned photograph A photograph 
with a brief description of its contents 


captive pricing Pricing the basic 
product in a product line low, while pricing 
related items higher 


cash discounts Price reductions given 
to buyers for prompt payment or cash 
payment 


cash-and-carry 

wholesalers Limited-service 
wholesalers whose customers pay cash 
and furnish transportation 


catalog marketing A type of 
marketing in which an organization 
provides a catalog from which customers 
make selections and place orders by mail, 
telephone, or the Internet 


category killer A very large specialty 
store that concentrates on a major product 
category and competes on the basis of low 
prices and product availability 


category management A retail 
strategy of managing groups of similar, 
often substitutable products produced by 
different manufacturers 


cause-related marketing The practice 
of linking products to a particular social 
cause on an ongoing or short-term basis 


centralized organization A 
structure in which top-level managers 
delegate little authority to lower levels 


cents-off offers Promotions that allow 
buyers to pay less than the regular price to 
encourage purchase 


channel capacity The limit on the 
volume of information a communication 
channel can handle effectively 


channel captain The dominant leader 
of a marketing channel or a supply channel 


channel power The ability of one 
channel member to influence another 
member's goal achievement 


client-based 

relationships Interactions that result 
in satisfied customers who use a service 
repeatedly over time 


closing The stage in the personal selling 
process when the salesperson asks the 
prospect to buy the product 


co-branding Using two or more brands 
on one product 


codes of conduct Formalized rules 
and standards that describe what the 
company expects of its employees 


coding process Converting meaning 
into a series of signs or symbols 


cognitive dissonance A buyer's 
doubts shortly after a purchase about 
whether the decision was the right one 


combination compensation 
plan Paying salespeople a fixed salary plus 
a commission based on sales volume 


commercialization Deciding on full- 
scale manufacturing and marketing plans 
and preparing budgets 


commission merchants Agents that 
receive goods on consignment from local 
sellers and negotiate sales in large, central 
markets 


communication A sharing of meaning 
through the transmission of information 


communications channel The 
medium of transmission that carries the 
coded message from the source to the 
receiver 


community shopping 

centers Shopping centers with one or 
two department stores, some specialty 
stores, and convenience stores 


company sales potential The 
maximum percentage of market 

potential that an individual firm within an 
industry can expect to obtain for a specific 
product 


comparative advertising Compares 
the sponsored brand with one or more 
identified brands on the basis of one or 
more product characteristics 


comparison discounting Setting a 
price at a specific level and comparing it 
with a higher price 


competition Other firms that market 
products that are similar to or can be 
substituted for a firm’s products in the 
same geographic area 


competition-based pricing Pricing 
influenced primarily by competitors’ prices 


competition-matching 
approach Determining an advertising 
budget by trying to match competitors’ 
advertising outlays 


competitive advantage The result of 
a company matching a core competency 
to opportunities it has discovered in the 
marketplace 


competitive advertising Tries to 
stimulate demand for a specific brand 

by promoting its features, uses, and 
advantages relative to competing brands 


component parts Items that become 
part of the physical product and are either 
finished items ready for assembly or 
products that need little processing before 
assembly 


concentrated targeting strategy 
A market segmentation strategy in which 
an organization targets a single market 
segment using one marketing mix 


concept testing Seeking potential 
buyers’ responses to a product idea 


conclusive research Research 
designed to verify insights through 
objective procedures and to help marketers 
in making decisions 


connectivity Use of digital networks 
to provide linkages between information 
providers and users 


consideration set A group of 
brands within a product category that a 
buyer views as alternatives for possible 
purchase 


consistency of quality The degree 
to which a product has the same level of 
quality over time 


consumer buying behavior The 
decision processes and purchasing 
activities of people who purchase products 
for personal or household use and not for 
business purposes 


consumer buying decision 
process A five-stage purchase decision 
process that includes problem recognition, 
information search, evaluation of 
alternatives, purchase, and postpurchase 
evaluation 


consumer contests Sales promotion 

methods in which individuals compete for 
prizes based on their analytical or creative 

skills 


consumer games Sales promotion 
methods in which individuals compete for 
prizes based primarily on chance 


consumer jury A panel of a product's 
existing or potential buyers who pretest ads 


consumer market Purchasers and 
household members who intend to 
consume or benefit from the purchased 
products and do not buy products to make 
profits 


consumer misbehavior Behavior 
that violates generally accepted norms of a 
particular society. 


consumer products Products 
purchased to satisfy personal and family 
needs 


consumer sales promotion 
methods Sales promotion techniques 
that encourage consumers to patronize 
specific stores or try particular products 


consumer socialization The 
process through which a person acquires 
the knowledge and skills to function as a 
consumer 


consumer sweepstakes A sales 
promotion in which entrants submit 
their names for inclusion in a drawing for 
prizes 


consumerism Organized efforts by 
individuals, groups, and organizations to 
protect consumers’ rights 


contract manufacturing The 
practice of hiring a foreign firm to produce 
a designated volume of the domestic 
firm's product or a component of it to 
specification; the final product carries the 
domestic firm's name 


control Customers’ abilities to regulate 
the information they view and the rate 
and sequence of their exposure to that 
information 


convenience products Relatively 
inexpensive, frequently purchased items 
for which buyers exert minimal purchasing 
effort 


convenience store A small self-service 
store that is open long hours and carries 

a narrow assortment of products, usually 
convenience items 


cooperative advertising An 
arrangement in which a manufacturer 
agrees to pay a certain amount of a 
retailer's media costs for advertising the 
manufacturer's products 


copy The verbal portion of advertisements 


core competencies Things a company 
does extremely well, which sometimes give 
it an advantage over its competition 


corporate strategy A strategy 

that determines the means for utilizing 
resources in the various functional areas to 
reach the organization's goals 


cost comparison indicator A means 
of comparing the costs of advertising 
vehicles in a specific medium in relation to 
the number of people reached 


cost-based pricing Adding a dollar 
amount or percentage to the cost of the 
product 


cost-plus pricing Adding a specified 
dollar amount or percentage to the seller's 
cost 


coupons Written price reductions used 
to encourage consumers to buy a specific 
product 


crowdsourcing Refers to the way 
digital media can be used to outsource 
tasks to a large group of people 


cultural relativism The concept that 
morality varies from one culture to another 
and that business practices are therefore 
differentially defined as right or wrong by 
particular cultures 


culture The accumulation of values, 
knowledge, beliefs, customs, objects, and 
concepts that a society uses to cope with 
its environment and passes on to future 
generations 


cumulative discounts Quantity 
discounts aggregated over a stated time 
period 


customary pricing Pricing on the 
basis of tradition 


customer advisory boards Small 
groups of actual customers who serve as 
sounding boards for new-product ideas 
and offer insights into their feelings and 
attitudes toward a firm's products and 
other elements of its marketing strategy 


customer contact [he level of 
interaction between provider and 
customer needed to deliver the service 
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customer forecasting survey A 
survey of customers regarding the types 
and quantities of products they intend to 
buy during a specific period 


customer relationship 
management (CRM) Using 
information about customers to create 
marketing strategies that develop and 
sustain desirable customer relationships 


customer services Human or 
mechanical efforts or activities that add 
value to a product 


customers [he purchasers of 
organizations’ products; the focal point of 
all marketing activities 


cycle analysis An analysis of sales 
figures for a three- to five-year period 
to ascertain whether sales fluctuate in a 
consistent, periodic manner 


cycle time The time needed to 
complete a process 
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database A collection of information 
arranged for easy access and retrieval 


dealer listings Advertisements that 
promote a product and identify the names 
of participating retailers that sell the product 


dealer loader A gift, often part of a 
display, given to a retailer that purchases a 
specified quantity of merchandise 


decentralized organization A 
structure in which decision-making 
authority is delegated as far down the 
chain of command as possible 


decline stage The stage of a product's 
life cycle when sales fall rapidly 


decoding process Converting signs or 
symbols into concepts and ideas 


Delphi technique A procedure in 
which experts create initial forecasts, 
submit them to the company for 
averaging, and then refine the forecasts 


demand curve A graph of the quantity 
of products expected to be sold at various 
prices if other factors remain constant 


demand-based pricing Pricing based 
on the level of demand for the product 


demonstrations Sales promotion 
methods a manufacturer uses temporarily 


to encourage trial use and purchase of a 
product or to show how a product works 


department stores Large retail 
organizations characterized by a wide 
product mix and organized into separate 
departments to facilitate marketing efforts 
and internal management 


depth of product mix The average 
number of different product items offered 
in each product line 


derived demand Demand for business 
products that stems from demand for 
consumer products 


descriptive research Research 
conducted to clarify the characteristics of 
certain phenomena to solve a particular 
problem 


differential pricing Charging 
different prices to different buyers for the 
same quality and quantity of product 


differentiated targeting strategy 
A strategy in which an organization targets 
two or more segments by developing a 
marketing mix for each segment 


digital marketing Uses all digital 
media, including the Internet and mobile 
and interactive channels, to develop 
communication and exchanges with 
customers 


digital media Electronic media that 
function using digital codes; when we refer 
to digital media, we are referring to media 
available via computers, cellular phones, 
smartphones, and other digital devices that 
have been released in recent years 


direct marketing The use of the 
telephone, Internet, and nonpersonal 
media to introduce products to customers, 
who can then purchase them via mail, 
telephone, or the Internet 


direct ownership A situation in which 
a company owns subsidiaries or other 
facilities overseas 


direct selling Marketing products to 
ultimate consumers through face-to-face sales 
presentations at home or in the workplace 


direct-response marketing A type 
of marketing in which a retailer advertises 
a product and makes it available through 
mail or telephone orders 


discount stores Self-service, general- 
merchandise stores that offer brand name 
and private brand products at low prices 


discretionary income Disposable 
income available for spending and saving 
after an individual has purchased the 
basic necessities of food, clothing, and 
shelter 


disposable income After-tax income 


distribution The decisions and 
activities that make products available to 
customers when and where they want to 
purchase them 


distribution centers Large, 
centralized warehouses that focus on 
moving rather than storing goods 


drop shippers Limited-service 
wholesalers that take title to goods and 
negotiate sales but never actually take 
possession of products 


dual distribution The use of two or 
more marketing channels to distribute 
the same products to the same target 
market 


dumping Selling products at unfairly 
low prices 
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early adopters Careful choosers of 
new products 


early majority Those adopting new 
products just before the average person 


electronic data interchange 
(EDI) A computerized means of 
integrating order processing with 
production, inventory, accounting, and 
transportation 


electronic marketing 
(e-marketing) The strategic process of 
distributing, promoting, pricing products, 
and discovering the desires of customers 
using digital media and digital marketing 


embargo A government's suspension of 
trade in a particular product or with a given 
country 


empowerment Giving customer- 
contact employees authority and 
responsibility to make marketing decisions 
without seeking approval of their 
supervisors 


environmental analysis The 
process of assessing and interpreting 
the information gathered through 
environmental scanning 
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environmental scanning The 
process of collecting information about 
forces in the marketing environment 


ethical issue An identifiable problem, 
situation, or opportunity requiring a choice 
among several actions that must be evaluated 
as right or wrong, ethical or unethical 


European Union (EU) Analliance 
that promotes trade among its member 
countries in Europe 


evaluative criteria Objective and 
subjective product characteristics that are 
important to a buyer 


everyday low prices 
(EDLP) Pricing products low ona 
consistent basis 


exchange controls Government 
restrictions on the amount of a particular 
currency that can be bought or sold 


exchanges The provision or transfer 
of goods, services, or ideas in return for 
something of value 


exclusive dealing A situation in which 
a manufacturer forbids an intermediary to 
carry products of competing manufacturers 


exclusive distribution Using a single 
outlet in a fairly large geographic area to 
distribute a product 


executive judgment A sales 
forecasting method based on the intuition 
of one or more executives 


experimental research Research that 
allows marketers to make causal inferences 
about relationships 


expert forecasting survey Sales 
forecasts prepared by experts outside the 
firm, such as economists, management 
consultants, advertising executives, or 
college professors 


exploratory research Research 
conducted to gather more information 
about a problem or to make a tentative 
hypothesis more specific 


exporting The sale of products to 
foreign markets 


extended decision making A 
consumer problem-solving process 
employed when purchasing unfamiliar, 
expensive, or infrequently bought products 


external customers Individuals 
who patronize a business—the familiar 
definition of “customers” 
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external reference price A 
comparison price provided by others 


external search An information search 
in which buyers seek information from 
sources other than their memories 
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family branding Branding all of a 
firm’s products with the same name 


family packaging Using similar 
packaging for all of a firm's products or 
packaging that has one common design 
element 


feature article A manuscript of up 
to 3,000 words prepared for a specific 
publication 


Federal Trade Commission 
(FTC) An agency that regulates a 
variety of business practices and curbs 
false advertising, misleading pricing, and 
deceptive packaging and labeling 


feedback The receiver's response to a 
decoded message 


fixed costs Costs that do not vary with 
changes in the number of units produced 
or sold 


F.O.B. destination A price 
indicating the producer is absorbing 
shipping costs 


F.O.B. factory The price of merchandise 
at the factory before shipment 


focus-group interview An interview 
that is often conducted informally, without 
a structured questionnaire, in small groups 
of 8 to 12 people, to observe interaction 
when members are exposed to an idea or 
a concept 


franchising An arrangement in 
which a supplier (franchiser) grants 

a dealer (franchisee) the right to sell 
products in exchange for some type of 
consideration 


free merchandise A manufacturer's 
reward given to resellers that purchase a 
stated quantity of products 


free samples Samples of a product 
given out to encourage trial and 
purchase 


freight absorption 
pricing Absorption of all or part of 
actual freight costs by the seller 


freight forwarders Organizations that 
consolidate shipments from several firms 
into efficient lot sizes 


full-service wholesalers Merchant 
wholesalers that perform the widest range 
of wholesaling functions 


functional modifications Changes 
affecting a product's versatility, 
effectiveness, convenience, or safety 
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General Agreement on Tariffs 
and Trade (GATT) An agreement 
among nations to reduce worldwide tariffs 
and increase international trade 


general-merchandise retailer A 
retail establishment that offers a variety 
of product lines that are stocked in 
considerable depth 


general-merchandise wholesalers 
Full-service wholesalers with a wide product 
mix but limited depth within product lines 


generic brands Brands indicating only 
the product category 


generic competitors Firms that 
provide very different products that solve 
the same problem or satisfy the same basic 
customer need 


geodemographic segmentation A 
method of market segmentation that 
clusters people in zip code areas and 
smaller neighborhood units based on 
lifestyle and demographic information 


geographic pricing Reductions for 
transportation and other costs related to the 
physical distance between buyer and seller 


globalization The development of 
marketing strategies that treat the entire 
world (or its major regions) as a single entity 


good A tangible physical entity 


government markets Federal, state, 
county, or local governments that buy 
goods and services to support their internal 
operations and provide products to their 
constituencies 


green marketing A strategic 
process involving stakeholder assessment 
to create meaningful long-term 
relationships with customers while 
maintaining, supporting, and enhancing 
the natural environment 
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ross domestic product 

GDP) The market value of a nation’s 
total output of goods and services for 
a given period; an overall measure of 
economic standing 


growth stage The stage of a product's 
life cycle when sales rise rapidly and profits 
reach a peak and then start to decline 


H 


heterogeneity Variation in quality 


heterogeneous market A market 
made up of individuals or organizations 
with diverse needs for products in a 
specific product class 


homogeneous market A market 
in which a large proportion of customers 
have similar needs for a product 


horizontal channel integration 
Combining organizations at the same level 
of operation under one management 


hypermarkets Stores that combine 
supermarket and discount store shopping 
in one location 


hypothesis An informed guess or 
assumption about a certain problem or set 
of circumstances 


idea A concept, philosophy, image, or 
issue 


idea generation Seeking product 
ideas to achieve objectives 


illustrations Photos, drawings, graphs, 
charts, and tables used to spark audience 
interest in an advertisement 


import tariff A duty levied by a nation 
on goods bought outside its borders and 
brought into the country 


importing The purchase of products 
from a foreign source 


impulse buying An unplanned buying 
behavior resulting from a powerful urge to 
buy something immediately 


in-home (door-to-door) 
interview A personal interview that 
takes place in the respondent's home 


individual branding A policy of 
naming each product differently 


industrial distributor An 
independent business organization that 
takes title to industrial products and carries 
inventories 


inelastic demand Demand that is not 
significantly altered by a price increase or 
decrease 


information inputs Sensations 
received through sight, taste, hearing, 
smell, and touch 


innovators First adopters of new 
products 


inseparability Being produced and 
consumed at the same time 


installations Facilities and nonportable 
major equipment 


institutional advertising 
Advertising that promotes organizational 
images, ideas, and political issues 


institutional markets Organizations 
with charitable, educational, community, 
or other nonbusiness goals 


intangibility A service that is not 
physical and cannot be touched 


integrated marketing 
communications Coordination of 
promotion and other marketing efforts for 
maximum informational and persuasive 
impact 


intended strategy The strategy 
the organization decides on during the 
planning phase and wants to use 


intensive distribution Using all 
available outlets to distribute a product 


interactivity Allows customers to 
express their needs and wants directly 
to the firm in response to its marketing 
communications 


intermodal transportation Two 
or more transportation modes used in 
combination 


internal customers The company’s 
employees 


internal marketing A management 
philosophy that coordinates internal 
exchanges between the organization 

and its employees to achieve successful 
external exchanges between the 
organization and its customers 


internal reference price A price 
developed in the buyer's mind through 
experience with the product 


internal search An information search 
in which buyers search their memories for 
information about products that might 
solve their problem 


international marketing 
Developing and performing marketing 
activities across national boundaries 


introduction stage [he initial stage of 
a product's life cycle—its first appearance 
in the marketplace—when sales start at 
zero and profits are negative 


inventory management Developing 
and maintaining adequate assortments of 
products to meet customers’ needs 
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joint demand. Demand involving the 
use of two or more items in combination to 
produce a product 


joint venture A partnership between 
a domestic firm and a foreign firm or 
government 


just-in-time (JIT) An inventory- 
management approach in which supplies 
arrive just when needed for production or 
resale 
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kinesic communication 
Communicating through the movement of 
head, eyes, arms, hands, legs, or torso 
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labeling Providing identifying, 
promotional, or other information on 
package labels 


laggards The last adopters, who distrust 
new products 


late majority Skeptics who adopt new 
products when they feel it is necessary 


layout The physical arrangement of an 
advertisement’s illustration and copy 


learning Changes in an individual's 
thought processes and behavior caused by 
information and experience 


level of involvement An individual's 
degree of interest in a product and the 
importance of the product for that person 


level of quality The amount of quality 
a product possesses 


licensing An alternative to direct 
investment that requires a licensee to 
pay commissions or royalties on sales or 
supplies used in manufacturing 


lifestyle An individual's pattern of living 
expressed through activities, interests, and 
opinions 


lifestyle shopping center A type of 
shopping center that is typically open air 
and features upscale specialty, dining, and 
entertainment stores 


limited decision making A 
consumer problem-solving process used 
when purchasing products occasionally or 
needing information about an unfamiliar 
brand in a familiar product category 


limited-line wholesalers Full- 
service wholesalers that carry only a few 
product lines but many products within 
those lines 


limited-service wholesalers 
Merchant wholesalers that provide some 
services and specialize in a few functions 


line extension Development of a 
product that is closely related to existing 
products in the line but meets different 
customer needs 


logistics management Planning, 
implementing, and controlling the efficient 
and effective flow and storage of products 
and information from the point of origin 

to consumption to meet customers’ needs 
and wants 
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mail survey A research method in 
which respondents answer a questionnaire 
sent through the mail 


mail-order wholesalers Limited- 
service wholesalers that sell products 
through catalogs 


manufacturer brands Brands 
initiated by producers 


manufacturers’ agents Independent 
intermediaries that represent two or 

more sellers and usually offers customers 
complete product lines 


marginal cost (MC) The extra cost 
incurred by producing one more unit of a 
product 


marginal revenue (MR) The 
change in total revenue resulting from the 
sale of an additional unit of a product 


market A group of individuals and/or 
organizations that have needs for products in a 
product class and have the ability, willingness, 
and authority to purchase those products 


market density The number of potential 
customers within a unit of land area 


market growth/market share 
matrix A helpful business tool, based 

on the philosophy that a product's market 
growth rate and its market share are 
important considerations in determining its 
marketing strategy 


market manager The person responsible 
for managing the marketing activities that 
serve a particular group of customers 


market opportunity A combination 
of circumstances and timing that permits 
an organization to take action to reach a 
particular target market 


market orientation An 
organizationwide commitment to 
researching and responding to customer 
needs 


market potential The total amount 
of a product that customers will purchase 
within a specified period at a specific level 
of industrywide marketing activity 


market segment Individuals, groups, 
or organizations sharing one or more 
similar characteristics that cause them to 
have similar product needs 


market segmentation The process 
of dividing a total market into groups with 
relatively similar product needs to design a 
marketing mix that matches those needs 


market share The percentage of a 
market that actually buys a specific product 
from a particular company 


market test Making a product available 
to buyers in one or more test areas and 
measuring purchases and consumer 
responses to marketing efforts 


marketing The process of creating, 
distributing, promoting, and pricing goods, 
services, and ideas to facilitate satisfying 
exchange relationships with customers 
and to develop and maintain favorable 
relationships with stakeholders in a 
dynamic environment 


marketing channel A group of 
individuals and organizations that direct 


the flow of products from producers to 
customers within the supply chain 


marketing citizenship The adoption 
of a strategic focus for fulfilling the 
economic, legal, ethical, and philanthropic 
social responsibilities expected by 
stakeholders 


marketing concept A managerial 
philosophy that an organization should 

try to satisfy customers’ needs through 

a coordinated set of activities that also allows 
the organization to achieve its goals 


marketing control process 
Establishing performance standards, 
evaluating actual performance by 
comparing it with established standards, 
and reducing the differences between 
desired and actual performance 


marketing decision support 
system (MDSS) Customized 
computer software that aids marketing 
managers in decision making 


marketing environment The 
competitive, economic, political, legal and 
regulatory, technological, and sociocultural 
forces that surround the customer and 
affect the marketing mix 


marketing ethics Principles and 
standards that define acceptable marketing 
conduct as determined by various 
stakeholders 


marketing implementation The 
process of putting marketing strategies 
into action 


marketing information system 
(MIS) A framework for managing and 
structuring information gathered regularly 
from sources inside and outside the 
organization 


marketing intermediaries 

Middlemen that link producers to other 
intermediaries or ultimate consumers through 
contractual arrangements or through the 
purchase and resale of products 


marketing management The 
process of planning, organizing, 
implementing, and controlling marketing 
activities to facilitate exchanges effectively 
and efficiently 


marketing mix Four marketing 
activities—product, pricing, distribution, 
and promotion—that a firm can control 
to meet the needs of customers within its 
target market 


marketing objective A statement 
of what is to be accomplished through 
marketing activities 


marketing plan A written document 
that specifies the activities to be 
performed to implement and control the 
organization's marketing activities 


marketing planning The 
systematic process of assessing marketing 
opportunities and resources, determining 
marketing objectives, defining marketing 
Strategies, and establishing guidelines 

for implementation and control of the 
marketing program 


marketing research The systematic 
design, collection, interpretation, and 
reporting of information to help marketers 
solve specific marketing problems or take 
advantage of marketing opportunities 


marketing strategy A plan of action 
for identifying and analyzing a target 
market and developing a marketing mix to 
meet the needs of that market 


markup pricing Adding to the cost of 
the product a predetermined percentage 
of that cost 


Maslow’s hierarchy of needs The 
five levels of needs that humans seek to 
satisfy, from most to least important 


materials handling Physical handling 
of tangible goods, supplies, and resources 


maturity stage The stage of a 
product's life cycle when the sales curve 
peaks and starts to decline as profits 
continue to fall 


media plan A plan that specifies 
the media vehicles to be used and the 
schedule for running advertisements 


megacarriers Freight transportation 
firms that provide several modes of 
shipment 


merchandise allowance A 
manufacturer's agreement to pay resellers 
certain amounts of money for providing 
special promotional efforts, such as setting 
up and maintaining a display 


merchant 

wholesalers Independently owned 
businesses that take title to goods, assume 
ownership risks, and buy and resell 
products to other wholesalers, business 
customers, or retailers 


micromarketing An approach 
to market segmentation in which 


organizations focus precise marketing 
efforts on very small geographic markets 


mission statement A long-term view, 
or vision, of what the organization wants 
to become 


missionary salespeople Support 
salespeople, usually employed by a 
manufacturer, who assist the producer's 
customers in selling to their own 
customers 


modified rebuy purchase A 
new-task purchase that is changed 

on subsequent orders or when the 
requirements of a straight rebuy purchase 
are modified 


money refunds Sales promotion 
techniques that offer consumers a specified 
amount of money when they mail in a 
proof of purchase, usually for multiple 
product purchases 


monopolistic competition A 
competitive structure in which a firm 
has many potential competitors and 
tries to develop a marketing strategy to 
differentiate its product 


monopoly A competitive structure 

in which an organization offers a 
product that has no close substitutes, 
making that organization the sole source 


of supply 


motive An internal energizing force 
that directs a person’s behavior toward 
satisfying needs or achieving goals 


MRO supplies Maintenance, 
repair, and operating items that facilitate 
production and operations but do not 
become part of the finished product 


multinational enterprise A firm 
that has operations or subsidiaries in many 
countries 


multiple sourcing An organization's 
decision to use several suppliers 


multiple-unit pricing Packaging 
together two or more identical products 
and selling them at a single price 
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National Advertising Review 
Board (NARB) A self-regulatory 
unit that considers challenges to issues 
raised by the National Advertising Division 
(an arm of the Council of Better Business 
Bureaus) about an advertisement 


negotiated pricing [stablishing a 
final price through bargaining between 
Seller and customer 


neighborhood shopping centers 
Shopping centers usually consisting 

of several small convenience and 
specialty stores 


new-product development 
process A seven-phase process for 
introducing products 


news release A short piece of copy 
publicizing an event or a product 


new-task purchase An organization's 
initial purchase of an item to be used to 
perform a new job or solve a new problem 


noise Anything that reduces a 
communication’s clarity and accuracy 


noncumulative discounts Onetime 
price reductions based on the number of 
units purchased, the dollar value of the 
order, or the product mix purchased 


nonprice competition Emphasizing 
factors other than price to distinguish a 
product from competing brands 


nonprobability sampling A 
sampling technique in which there is 

no way to calculate the likelihood that a 
specific element of the population being 
studied will be chosen 


nonstore retailing The selling of 
products outside the confines of a retail 
facility 


North American Free Trade 
Agreement (NAFTA) Analliance 
that merges Canada, Mexico, and the 
United States into a single market 


North American Industry 
Classification System (NAICS) 
An industry classification system that 
generates comparable statistics among the 
United States, Canada, and Mexico 
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objective-and-task approach 
Budgeting for an advertising campaign by 
first determining its objectives and then 
calculating the cost of all the tasks needed 
to attain them 


odd-even pricing Ending 

the price with certain numbers to 
influence buyers’ perceptions of the price 
or product 


off-price retailers Stores that buy 
manufacturers’ seconds, overruns, returns, 
and off-season merchandise for resale to 
consumers at deep discounts 


offshore outsourcing The practice 
of contracting with an organization to 
perform some or all business functions in 
a country other than the country in which 
the product or service will be sold 


offshoring The practice of moving 
a business process that was done 
domestically at the local factory to a 
foreign country, regardless of whether 
the production accomplished in 

the foreign country is performed by 
the local company (e.g., in a wholly 
owned subsidiary) or a third party (e.g., 
subcontractor) 


oligopoly A competitive structure in 
which a few sellers control the supply of a 
large proportion of a product 


online fraud Any attempt to conduct 
fraudulent activities online, including 
deceiving consumers into releasing 
personal information 


online retailing Retailing that makes 
products available to buyers through 
computer connections 


online survey A research method in 
which respondents answer a questionnaire 
via e-mail or on a website 


on-site computer interview 

A variation of the shopping mall intercept 
interview in which respondents complete a 
self-administered questionnaire displayed 
on a computer monitor 


operations management [he total 
set of managerial activities used by an 
organization to transform resource inputs 
into products, services, or both 


opinion leader A member of an 
informal group who provides informa- 
tion about a specific topic to other group 
members 


order getters Salespeople who sell 
to new customers and increase sales to 
current customers 


order processing The receipt and 
transmission of sales order information 


order takers Salespeople who primarily 
seek repeat sales 


outsourcing [he practice of contracting 
noncore operations with an organization 
that specializes in that operation 


patronage motives Motives that 
influence where a person purchases 
products on a regular basis 


penetration pricing Setting prices 
below those of competing brands to 
penetrate a market and gain a significant 
market share quickly 


percent-of-sales approach 
Budgeting for an advertising campaign by 
multiplying the firm’s past and expected 
sales by a standard percentage 


perception The process of selecting, 
organizing, and interpreting information 
inputs to produce meaning 


performance standard An expected 
level of performance against which actual 
performance can be compared 


periodic discounting Temporary 
reduction of prices on a patterned or 
systematic basis 


perishability The inability of unused 
service capacity to be stored for future use 


personal interview survey A 
research method in which participants 
respond to survey questions face-to-face 


personal selling Paid personal 
communication that attempts to inform 
customers and persuade them to buy 
products in an exchange situation 


personality A set of internal traits and 
distinct behavioral tendencies that result in 
consistent patterns of behavior in certain 
situations 


physical distribution Activities 
used to move products from producers to 
consumers and other end users 


pioneer advertising Advertising that 
tries to stimulate demand for a product 
category rather than a specific brand 

by informing potential buyers about 

the product 


pioneer promotion Promotion that 
informs consumers about a new product 


podcast Audio or video file that can 
be downloaded from the Internet with a 
subscription that automatically delivers 
new content to listening devices or 
personal computers; podcasts offer the 
benefit of convenience, giving users 

the ability to listen to or view content 
when and where they choose 


point-of-purchase (POP) 
materials Signs, window displays, 
display racks, and similar devices used to 
attract customers 


population All the elements, units, or 
individuals of interest to researchers for a 
specific study 


posttest Evaluation of advertising 
effectiveness after the campaign 


power shopping center A type of 
shopping center that combines off-price 
stores with category killers 


premium money (push 
money) Extra compensation to 
salespeople for pushing a line of goods 


premium pricing Pricing the 
highest- uality or most versatile products 
higher than other models in the 

product line 


premiums Items offered free or at a 
minimal cost as a bonus for purchasing a 
product 


press conference A meeting used to 
announce major news events 


prestige pricing Setting prices at an 
artificially high level to convey prestige or a 
quality image 


prestige sensitive Drawn to products 
that signify prominence and status 


pretest Evaluation of advertisements 
performed before a campaign begins 


price The value paid for a product in a 
marketing exchange 


price competition Emphasizing 
price as an issue and matching or beating 
competitors’ prices 


price conscious Striving to pay low 
prices 


price discrimination Employing 
price differentials that injure competition 
by giving one or more buyers a 
competitive advantage 


price elasticity of demand A 
measure of the sensitivity of demand to 
changes in price 


price leaders A product priced below 
the usual markup, near cost, or below cost 


price lining Setting a limited number 
of prices for selected groups or lines of 
merchandise 


G-10 


price skimming Charging the highest 
possible price that buyers who most desire 
the product will pay 


pricing objectives Goals that describe 
what a firm wants to achieve through pricing 


primary data Data observed and recorded 
or collected directly from respondents 


primary demand Demand for a product 
category rather than for a specific brand 


private distributor brands Brands 
initiated and owned by resellers 


private warehouses Company- 
operated facilities for storing and shipping 
products 


probability sampling A type of 
sampling in which every element in the 
population being studied has a known 
chance of being selected for study 


process materials Materials that are 
used directly in the production of other 
products but are not readily identifiable 


producer markets Individuals and 
business organizations that purchase 
products to make profits by using them to 
produce other products or using them in 
their operations 


product A good, a service, or an idea 


product adoption process The 
stages buyers go through in accepting a 
product 


product advertising Advertising that 
promotes the uses, features, and benefits 
of products 


product competitors Firms that 
compete in the same product class but 
market products with different features, 
benefits, and prices 


product deletion Eliminating a 
product from the product mix 


product design How a product is 
conceived, planned, and produced 


product development Determining 
if producing a product is technically 
feasible and cost effective 


product differentiation Creating 
and designing products so that customers 
perceive them as different from competing 
products 


product features Specific design 
characteristics that allow a product to 
perform certain tasks 


product item A specific version of 
a product that can be designated as a 
distinct offering among a firm's products 


product life cycle The progression 
of a product through four stages: 
introduction, growth, maturity, and decline 


product line A group of closely related 
product items viewed as a unit because 

of marketing, technical, or end-use 
considerations 


product manager The person within 
an organization responsible for a product, 
a product line, or several distinct products 
that make up a group 


product mix The total group of 
products that an organization makes 
available to customers 


product modification Change in 
one or more characteristics of a product 


product placement The strategic 
location of products or product promotions 
within entertainment media content to 
reach the product's target market 


product positioning Creating and 
maintaining a certain concept of a product 
in customers’ minds 


product-line pricing Establishing 
and adjusting prices of multiple products 
within a product line 


professional pricing Fees set by 
people with great skill or experience in a 
particular field 


promotion Communication to 
build and maintain relationships by 
informing and persuading one or more 
audiences 


promotion mix A combination of 
promotional methods used to promote a 
specific product 


prospecting Developing a database of 
potential customers 


proxemic communication 
Communicating by varying the physical 
distance in face-to-face interactions 


psychological influences Factors 
that in part determine people's general 
behavior, thus influencing their behavior as 
consumers 


psychological pricing Pricing 
that attempts to influence a customer's 
perception of price to make a product's 
price more attractive 


public relations Communication 
efforts used to create and maintain 
favorable relations between an 
organization and its stakeholders 


public warehouses Storage space 
and related physical distribution facilities 
that can be leased by companies 


publicity A news-story type of 
communication about an organization 
and/or its products transmitted through a 
mass medium at no charge 


pull policy Promoting a product 
directly to consumers to develop strong 
consumer demand that pulls products 
through the marketing channel 


pure competition A market structure 
characterized by an extremely large 
number of sellers, none strong enough to 
significantly influence price or supply 


push policy Promoting a product only 
to the next institution down the marketing 
channel 
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quality Characteristics of a product that 
allow it to perform as expected in satisfying 
customer needs 


quality modifications Changes 
relating to a product's dependability and 
durability 


quantity discounts Deductions 
from the list price for purchasing in large 
quantities 


quota A limit on the amount of goods 
an importing country will accept for certain 
product categories in a specific period 

of time 


quota sampling A nonprobability 
sampling technique in which researchers 
divide the population into groups and then 
arbitrarily choose participants from each 
group 
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rack jobbers Full-service, specialty-line 
wholesalers that own and maintain display 
racks in stores 


random discounting Temporary 
reduction of prices on an unsystematic 
basis 


random factor analysis An analysis 
attempting to attribute erratic sales 
variations to random, nonrecurrent 
events 


random sampling A form of 
probability sampling in which all units 

in a population have an equal chance of 
appearing in the sample, and the various 
events that can occur have an equal or 
known chance of taking place 


raw materials Basic natural materials 
that become part of a physical product 


realized strategy The strategy that 
actually takes place 


rebates Sales promotion techniques 
in which a consumer receives a specified 
amount of money for making a single 
product purchase 


receiver [he individual, group, or 
organization that decodes a coded 
message 


reciprocity An arrangement unique 
to business marketing in which two 
organizations agree to buy from each 
other 


recognition test A posttest in which 
respondents are shown the actual ad and 
are asked if they recognize it 


recruiting Developing alist of qualified 
applicants for sales positions 


reference group A group that a 
person identifies with so strongly that he 
or she adopts the values, attitudes, and 
behavior of group members 


reference pricing Pricing a product at 
a moderate level and displaying it next to a 
more expensive model or brand 


regional issues Versions of a magazine 
that differ across geographic regions 


regional shopping center A type 
of shopping center with the largest 
department stores, widest product mixes, 
and deepest product lines of all shopping 
centers 


regression analysis A method 

of predicting sales based on finding a 
relationship between past sales and one 
or more independent variables, such as 
population or income 


reinforcement advertising 
Advertising that assures users they chose 
the right brand and tells them how to get 
the most satisfaction from it 


relationship marketing Establishing 
long-term, mutually satisfying buyer—seller 
relationships 


relationship selling The building of 
mutually beneficial long-term associations with 
a customer through regular communications 
over prolonged periods of time 


reliability A condition that exists when 
a research technique produces almost 
identical results in repeated trials 


reminder advertising Advertising 
used to remind consumers about an 
established brand's uses, characteristics, 
and benefits 


research design An overall plan for 
obtaining the information needed to 
address a research problem or issue 


reseller markets Intermediaries that 
buy finished goods and resell them for a 
profit 


retail positioning Identifying 

an unserved or underserved market 
segment and serving it through a 

strategy that distinguishes the retailer from 
others in the minds of consumers in that 
segment 


retailer An organization that purchases 
products for the purpose of reselling them 
to ultimate consumers 


retailing All transactions in which 
the buyer intends to consume the 
product through personal, family, or 
household use 


roles Actions and activities that 
a person in a particular position 

is supposed to perform based on 

expectations of the individual and 
surrounding persons 


routinized response behavior A 
consumer problem-solving process used 
when buying frequently purchased, low- 
cost items that require very little search- 
and-decision effort 
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sales branches Manufacturer- 
owned intermediaries that sell products 
and provide support services to the 
manufacturer's sales force 


sales contest A sales promotion 
method used to motivate distributors, 
retailers, and sales personnel 


through recognition of outstanding 
achievements 


sales force forecasting survey A 
survey of a firm’s sales force regarding 
anticipated sales in their territories for a 
specified period 


sales forecast The amount of a product 
a company expects to sell during a specific 
period at a specified level of marketing 
activities 


sales offices Manufacturer-owned 
operations that provide services normally 
associated with agents 


sales promotion An activity and/or 
material intended to induce resellers or 
salespeople to sell a product or consumers 
to buy it 


sample A limited number of units 
chosen to represent the characteristics of a 
total population 


sampling The process of selecting 
representative units from a total population 


scan-back allowance A 
manufacturer's reward to retailers based on 
the number of pieces scanned 


screening Choosing the most promising 
ideas for further review 


seasonal analysis An analysis of daily, 
weekly, or monthly sales figures to evaluate 
the degree to which seasonal factors 
influence sales 


seasonal discount A price reduction 
given to buyers for purchasing goods or 
services Out of season 


secondary data Data compiled both 
inside and outside the organization for some 
purpose other than the current investigation 


secondary-market pricing Setting 
one price for the primary target market and 
a different price for another market 


segmentation variables 
Characteristics of individuals, groups, or 
organizations used to divide a market into 
segments 


selective demand Demand fora 
specific brand 


selective distortion An individual's 
changing or twisting of information that is 
inconsistent with personal feelings or beliefs 


selective distribution Using only 
some available outlets in an area to 
distribute a product 


selective exposure The process by 
which some inputs are selected to reach 
awareness and others are not 


selective retention Remembering 
information inputs that support personal 
feelings and beliefs and forgetting inputs 
that do not 


self-concept A perception or view of 
oneself 


selling agents Intermediaries 
that market a whole product line or a 
manufacturer's entire output 


service An intangible result of the 
application of human and mechanical 
efforts to people or objects 


shopping mall intercept interview 
A research method that involves 
interviewing a percentage of individuals 
passing by “intercept” points in a mall 


shopping products |tems for which 
buyers are willing to expend considerable 
effort in planning and making purchases 


single-source data Information 
provided by a single marketing research firm 


situational influences Influences 
that result from circumstances, time, and 
location that affect the consumer buying 
decision process 


social class An open group of 
individuals with similar social rank 


social influences The forces other 
people exert on one’s buying behavior 


social network Web-based meeting 
place for friends, family, coworkers, and 
peers that allow users to create a profile 
and connect with other users for purposes 
that range from getting acquainted, to 
keeping in touch, to building a work- 
related network 


social responsibility An 
organization's obligation to maximize its 
positive impact and minimize its negative 
impact on society 


sociocultural forces The influences 
in a society and its culture(s) that change 
people’s attitudes, beliefs, norms, customs, 
and lifestyles 


sole sourcing An organization's 
decision to use only one supplier 


source A person, group, or organization 
with a meaning it tries to share with a 
receiver or an audience 


Southern Common Market 
(Mercosur) An alliance that promotes 
the free circulation of goods, services, and 
production factors, and has a common 
external tariff and commercial policy 
among member nations in South America 


special-event pricing Advertised 
sales or price cutting linked to a holiday, a 
season, or an event 


specialty products tems with unique 
characteristics that buyers are willing to 
expend considerable effort to obtain 


specialty-line wholesalers Full- 
service wholesalers that carry only a 
single product line or a few items within a 
product line 


stakeholders Constituents who have 
a “stake,” or claim, in some aspect of a 
company’s products, operations, markets, 
industry, and outcomes 


statistical interpretation Analysis 
of what is typical and what deviates from 
the average 


storyboard A blueprint that combines 
copy and visual material to show the 
sequence of major scenes in a commercial 


straight commission 
compensation plan Paying 
salespeople according to the amount of 
their sales in a given time period 


straight rebuy purchase A routine 
purchase of the same products under 
approximately the same terms of sale by a 
business buyer 


straight salary compensation 
plan Paying salespeople a specific 
amount per time period, regardless of 
selling effort 


strategic alliance A partnership that is 
formed to create a competitive advantage 
on a worldwide basis 


strategic business unit (SBU) A 
division, product line, or other profit center 
within the parent company 


strategic channel alliance An 
agreement whereby the products of one 
organization are distributed through the 
marketing channels of another 


strategic philanthropy The 
synergistic use of organizational core 
competencies and resources to address key 
stakeholders’ interests and achieve both 
organizational and social benefits 


strategic planning The process of 
establishing an organizational mission 
and formulating goals, corporate strategy, 
marketing objectives, marketing strategy, 
and a marketing plan 


strategic windows Temporary 
periods of optimal fit between the key 
requirements of a market and the particular 
capabilities of a company competing in 
that market 


stratified sampling A type of 
probability sampling in which the 
population is divided into groups with a 
common attribute and a random sample is 
chosen within each group 


styling The physical appearance of a 
product 


subculture A group of individuals 
whose characteristics, values, and 
behavioral patterns are similar within the 
group and different from those of people 
in the surrounding culture 


supermarkets Large, self-service stores 
that carry a complete line of food products, 
along with some nonfood products 


superregional shopping center 
A type of shopping center with the 
widest and deepest product mixes 

that attracts customers from many 
miles away 


superstores Giant retail outlets that 
carry food and nonfood products found 
in supermarkets, as well as most routinely 
purchased consumer products 


supply chain All the activities 
associated with the flow and 
transformation of products from raw 
materials through to the end customer 


supply management In its broadest 
form, refers to the processes that enable 
the progress of value from raw material to 
final customer and back to redesign and 
final disposition 


supply-chain management A set of 
approaches used to integrate the functions 
of operations management, logistics 
management, supply management, and 
marketing channel management so 
products are produced and distributed in 
the right quantities, to the right locations, 
and at the right time 


support personnel Sales staff 
members who facilitate selling but 
usually are not involved solely with 
making sales 


sustainable competitive 
advantage An advantage that the 
competition cannot copy 


SWOT analysis Assessment of an 
organization’s strengths, weaknesses, 
opportunities, and threats 
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tactile communication 
Communicating through touching 


target audience The group of people 
at whom advertisements are aimed 


target market A specific group of 
customers on whom an organization 
focuses its marketing efforts 


team selling The use of a team of 
experts from all functional areas of a 
firm, led by a salesperson, to conduct the 
personal selling process 


technical salespeople Support 
salespeople who give technical assistance 
to a firm’s current customers 


technology The application of 
knowledge and tools to solve problems 
and perform tasks more efficiently 


telemarketing The performance of 
marketing-related activities by telephone 


telephone depth interview An 
interview that combines the traditional 
focus group's ability to probe with the 
confidentiality provided by telephone 
surveys 


telephone survey A research 
method in which respondents’ answers 
to a questionnaire are recorded by an 
interviewer on the phone’ 


television home shopping A form 
of selling in which products are presented 
to television viewers, who can buy them by 
calling a toll-free number and paying with 
a credit card 


test marketing Introducing a product 
on a limited basis to measure the extent 
to which potential customers will actually 
buy it 


time series analysis A forecasting 
method that uses historical sales data 

to discover patterns in the firm's sales 

over time and generally involves trend, 
cycle, seasonal, and random factor analyses 


total budget competitors Firms that 
compete for the limited financial resources 
of the same customers 


total cost The sum of average fixed and 
average variable costs times the quantity 
produced 


total quality management 
(TQM) A philosophy that uniform 
commitment to quality in all areas of 
the organization will promote a culture 
that meets customers’ perceptions of 
quality 


trade (functional) discount A 
reduction off the list price a producer gives 
to an intermediary for performing certain 
functions 


trademark A legal designation of 
exclusive use of a brand 


trade name Full legal name of an 
organization 


trade sales promotion methods 
Methods intended to persuade wholesalers 
and retailers to carry a producer's products 
and market them aggressively 


trade salespeople Salespeople 
involved mainly in helping a producer's 
customers promote a product 


trading company A company 
that links buyers and sellers in different 
countries 


traditional specialty 
retailers Stores that carry a narrow 
product mix with deep product lines 


transfer pricing Prices charged in 
sales between an organization’s units 


transportation The movement of 
products from where they are made to ~ 
intermediaries and end users 


trend analysis An analysis that focuses 
on aggregate sales data over a period of 
many years to determine general trends in 
annual sales 


truck wholesalers Limited-service 
wholesalers that transport products 
directly to customers for inspection and 
selection 


tying agreement An agreement in 
which a supplier furnishes a product to a 
channel member with the stipulation that 
the channel member must purchase other 
products as well 


U 


unaided recall test A posttest in 
which respondents are asked to identify 
advertisements they have seen recently 
but are not given any recall clues 


undifferentiated targeting strategy 
A strategy in which an organization designs 
a single marketing mix and directs it at the 
entire market for a particular product 


uniform geographic pricing 
Charging all customers the same price, 
regardless of geographic location 


unsought products Products 
purchased to solve a sudden problem, 
products of which customers are 
unaware, and products that people do not 
necessarily think about buying 


V 


validity A condition that exists when 
a research method measures what it is 
supposed to measure 


value A customer's subjective 
assessment of benefits relative to costs in 
determining the worth of a product 


value analysis An evaluation of each 
component of a potential purchase 


value conscious Concerned about 
price and quality of a product 


variable costs Costs that vary directly 
with changes in the number of units 
produced or sold 


vendor analysis A formal, systematic 
evaluation of current and potential vendors 


venture team A cross-functional group 
that creates entirely new products that 
may be aimed at new markets 


vertical channel integration 
Combining two or more stages of 
the marketing channel under one 
management 


vertical marketing system 
(VMS) A marketing channel managed 
by a single channel member to achieve 
efficient, low-cost distribution aimed at 
satisfying target market customers 


viral marketing A strategy to get 
consumers to share a marketer's message, 
often through e-mail or online videos, in 

a way that spreads dramatically and quickly 


W 


warehouse clubs Large-scale, 

members-only establishments that 
combine features of cash-and-carry 
wholesaling with discount retailing 


warehouse showrooms Retail 
facilities in large, low-cost buildings with 
large on-premises inventories and minimal 
Services 


warehousing The design and 
operation of facilities for storing and 
moving goods 


wholesaler An individual or 
organization that sells products that 
are bought for resale, for making 
other products, or for general business 
operations 


” 


wholesaling Transactions in which 
products are bought for resale, for making 
other products, or for general business 
operations 


width of product mix The number 
of product lines a company offers 


wiki Type of software that creates an 
interface that enables users to add or edit 
the content of some types of websites 


willingness to spend An inclination 
to buy because of expected satisfaction 
from a product, influenced by the ability 
to buy and numerous psychological and 
social forces 


word-of-mouth communication 
Personal informal exchanges of communica- 
tion that customers share with one another 
about products, brands, and companies 


World Trade Organization 
(WTO) Anentity that promotes 

free trade among member nations by 
eliminating trade barriers and educating 
individuals, companies, and governments 
about trade rules around the world 


va 


zone pricing Pricing based on 
transportation costs within major 
geographic zones 


Poa 


© Russell Kord/Alamy 


NAME INDEX 


A 


Aaker, David A., 109n.25, 285, 
285n.32 

Abbugao, Martin, 171n.32 

Abell, Derek E, 30n.5 

Abratt, Russell, 291n.48 

Adams, Janet, 308n.13, 340n.5 

Adams, Susan, 322n.30 

Ahmed, Sadrudin A., 202n.11 

Alderson, Wroe, 408n.11 

Alford, Bruce L., 383n.25 

Almunia, Joaquin, 210 

Amyx, Douglas, 534n.26 

Andersen, Derek, 133n.c 

Anderson, Eugene W., 11n.17 

Andruss, Paula Lyon, 255n.68 

Angrisani, Carol, 170n.30 

Angwin, Julia, 260n.80 

Annoni, Paola, 210 

Ante, Spencer E., 32n.8 

Areni, Charles S., 500n.13 

Arens, William E., 499 

Argast, Jeff, 266 

Ariely, Dan, 317n.26 

Armstrong, Lance, 118 

Aspinwall, Leo, 403n.9 

Atuahene-Gima, Kwaku, 13n.21, 
39n.23 


B 


Babin, Barry J., 16n.34, 159n.10, 
262n.93 

Bachman, Katy, 538, 539 

Back, Aaron, 256n.72 

Bacon, Kevin, 15 

Baertlein, Lisa, 341n.a 

Bailey, Jeff, 512n.33 

Baine, Tina, 88n.1 

Baker, Michael B., 270n.2 

Balabanis, George, 202n.11 

Ball, Deborah, 278n.9 

Barksdale, Hiram C., Jr., 521n.9 

Barnes, John W., 534n.28 

Barnett, Tim, 75n.56 

Barrett, Bob, 169n.22 


Barrett, Larry, 259n.82 

Barrett, Rick, 336n.44 

Bary, Andrew, 427n.1 

Basha, Hanan El, 327n.40 

Basuroy, Suman, 510n.30 

Bateson, John E. G., 322n.31, 326 

Bauerlein, Valerie, 281n.20 

Baun, Robert, 302n.60 

Baynes, Terry, 118n.1 

Bayon, Tomas, 478n.28 

Bayus, Barry L., 276n.7 

Becker, Nathan, 27n.1 

Beinke, Kai-Stefan, 380n.23 

Belch, George E., 499, 507n.26, 
SOMA), S30. 

Belch, Michael, 499, 507n.26, 
DIMA AD, D3in a? 

Belk, Russell W., 152n.2 

Bell, Genevieve, 157 

Bell, Martin L., 321 

Bellman, Eric, 205n.20 

Beltman, Rob, 520n.6 

Benedetti, Winda, 342n.9 

Bennett, Drake, 246n.46 

Benoit, David, 75n.53 

Bens, Katrina J., 191n.16 

Bensinger, Greg, 352n.b 

Berfield, Susan, 90n.5 

Berk, Christina Cheddar, 444n.d 

Berney-Reddish, Ilona A., 500n.13 

Bernoff, Josh, 14n.b, 239n.11, 
243n.22, 246n.43, 247n.47, 
247n.48, 252n.62, 252n.63, 
252165, 2520.66) 253, 2580/7, 

Berry, Leonard L., 322n.31, 326 

Bertini, Marco, 317n.26 

Best, Roger J., 302n.60 

Bettencourt, Nuno, 364 

Bharadwaj, Sundar, 74n.50 

Bhatia, Meera, 493n.a 

Bhattacharya, C. B., 82n.79 

Bick, Geoff, 291n.48 

Bieber, Justin, 471 

Biemans, Wim, 283n.22, 283n.23 

Billips, Mike, 374n.b 

Binder, Alysa, 165 

Birdseye, Clarence, 278 


Birkner, Christine, 239n.13, 
479n.31 

Blackwell, Roger D., 167 

Blair, Adam, 303n.1 

Blanchard, Olivier, 259n.80 

Blanke, Jennifer, 210 

Blatt, Shane, 371n.a 

Blattberg, Robert C., 15n.25 

Bluestein, Adam, 480n.34 

Blumenthal, March, 493n.8, 493n.9 

Bodkin, Larry, 54 

Bohan, David, 127n.11 

Bold, Ben, 249n.56 

Boles, James S., 521n.9 

Bombardier, Joseph-Armand, 177 

Bond, Edward U., III, 34n.11 

Boog, Jennifer, 402 

Booth, Alicia, 130n.14 

Borden, Mark, 26n.44 

Bosch, Robert, 274n.4 

Boujena, Othman, 528n.18 

Bowman, Jessica, 416n.d 

Braiker, Ivan, 503n.b 

Brat, Ilan, 104n.22 

Bray, Jeffrey, 380n.22 

Brenhouse, Hillary, 472n.a 

Bridges, Claudia M., 523n.10 

Brik, Anis Ben, 22n.43, 82n.77 

Bristow, Denny, 534n.26 

Britt, Russ, 426n.25 

Brohan, Mark, 427n.1 

Brooks, Doug, 474n.22 

Brown, Elizabeth, 207 

Brown, Kristen, 320, 320n.c 

Browne, Ciara, 210 

Buchman, Katy, 201n.a 

Buhayar, Noah, 531n.21 

Bukszpan, Daniel, 402n.a 

Bunkley, Nick, 286n.34 

Burkitt, Laurie, 88n.1, 110n.d 

Burns, Robert, 118n.1 

Burritt, Chris, 303n.1 

Burroughs, James E., 160n.11 

Busch, Paul, 520n.7 

Bush, Michael, 472n.18 

Bustillo, Miguel, 66n.20, 255n.69, 
DASA 


Buzzell, Robert D., 36n.17 
Byron, Ellen, 275n.6, 305n.a 


G 


Caldwell, Alicia A., 357n.20 
Callabero, Steve, 517 

Campbell, Oliver, 394n.5 
Camusio, Zeke, 247n.50 

Capell, Kerry, 220n.65 

Carlton, Jim, 472n.a 

Carpenter, Gregory S., 13n.22 
Carpiet, Lynette, 458n.28 

Carr, Austin, 426n.25 

Carroll, Archie B., 72n.46, 73 
Castleberry, Stephen B., 534n.26 
Catanese, Nick, 364 

Cavusgil, S. Tamer, 201n.6, 217n.59 
Chafkin, Max, 88n.1 

Chaich, Ron, 355 

Challagalla, Goutam N., 523n.11 
Chang, Bao, 217n.58 

Chang, Rita, 352n.b 

Chao, Loretta, 235n.2, 467n.9 
Chaowarat, Petchara, 330 

Chase, Charles W., Jr., 137n.19 
Chatterjee, Subimal, 510n.30 
Chavez, Andrew, 234n. 1 

Chavez, Hugo, 221 

Chen, Brian X., 7n.8 

Cheng, Roger, 525n.b 

Cheng, T. C. Edwin, 45n.29 
Chiger, Sherry, 487n.41 
Chmielewski, Dawn C., 244n.30 
Cho, Karen, 216n.55 

Choila, Ami, 78n.69 

Chonko, Lawrence B., 528n.20 
Christie, Rebecca, 214n.48 

Chou; Jef, 15n.¢ 

Chu, Kathy, 62n.11, 216n.55 
Chung, Jaihak, 379n.20 

Church, Warren, 283n.25 

Clark, Maxine, 103 

Clark, Meaghan, 105n.b 

Clark, Terry, 57n.2 

Clifford, Stephanie, 320n.28, 439n.c 
Cline, Jay, 99n.a 

Coates, Stephen, 63n.a 

Cochran, James J., 534n.26 
Coggan, Philip, 203n.13, 203n.15 
Cohan, Peter, 307n.7 

Cohen, Dorothy, 288n.41, 290n.45 
Cohen, Todd, 76n.57 

Coleman, Richard P,, 165 

Coney, Kenneth A., 302n.60 


Conley, Lucas, 458n.28 
Connelly, Eileen A. J., 51 1n.d 
Connolly, Kate Bertrand, 295n.55 
Contractor, Farok J., 220n.63 
Cooper, Lee G., 307n.10 
Copeland, Michael V., 157n.a 
Cordeiro, Anjali, 95n.10, 268n.1 
Cote, Joseph A., 502n.15 
Coudreaut, Dan, 308 
Courtland, Matt, 33n.a 
Cravens, David W., 39n.22 
Creveling, Kate, 461n.2 

Crosby, Jackie, 402n.a 

Crosby, Lawrence A., 523n.10 
Crosby, Philip B., 46n.30 
Crowley, Dennis, 132 

Cuizon, Gwendolyn, 278n.15 
Curry, David J., 167 

Curtin, Mary Liz, 437 


D 


Dabholkar, Pratibha A., 478n.29 

Dacin, Peter A., 520n.7 

Daley, Jason, 314n.21 

Danaher, Peter J., 505n.22 

Dancy, Gordon, 320 

Daniels, Bill, 508 

Dannen, Chris, 132n.b 

d’Armagnac, Bertrand, 77n.67 

Das Narayandas, 183n.11 

D’Astous, Alain, 202n.11 

Davidson, Adam, 203n.14 

Davies, Tom, 15 

Davies, Warren, 99n.16 

Davis, Ellen, 533n.25 

Davis, Wendy, 110n.d 

Dawson, Chester, 159n.b 

Day, George S., 109n.25, 191n.16 

DeBaise, Colleen, 355n.c 

DeConinck, 535n.29 

Deeter-Schmelz, Dawn R., 520n.5 

D’Elia, Serge, 516 

Dell, Michael, 390 

DeLong, Jeff, 79n.72 

Del Rey, Jason, 2n.1 

Deshpande, Rohit, 46n.34 

Detamore-Rodman, Crystal, 
198n.19 

Dettman, Dave, 278 

Dhar, Ravi, 152n.3 

Diamontopoulos, Adamantios, 
202n.11 

Diana, Alison, 241n.18 

Dickter, Adam, 368n.3 


Dion, Celine, 207 

Dodes, Rachel, 307n.8 

Dodge, John, 371n.a 

Dolliver, Mark, 341n.a 
Donegan, Dan, 364 

Donkers, Bas, 104n.21 
Donnelly, James H., 324n.34 
Donnelly, Scott, 409n.c 
Dooren, Jennifer Corbett, 296n.d 
Dorsey, Jack, 245 
Dosoglu-Guner, Berrin, 219n.61 
Doyle, Alison, 244n.33 
Dresang, Joel, 295n.53 

Dubin, Cindy H., 412n.15 
Dudley, Brier, 266n.95 

Dukes, Anthony J., 397n.6 
Dunn, Andy, 45 

Durst, Sidra, 316n.25 


E 


Eastin, Matthew S., 155n.8 

Eaton, Kit, 180n.a, 467n.10 

Eaton, Leslie, 62n.13 

Edelman, Jordan, 461n.2 

Edmond, Kathleen, 188n.c 

Edmonson, Gail, 365n.1 

Efrati, Amir, 73n.47 

Einhorn, Bruce, 216n.c, 235n.2, 
261n.91 

Elder, Ryan S., 153n.5 

Elliott, Christopher, 357n.d 

Elliott, Stuart, 26n.44, 295n.54, 
460n.1 

Eng, Monica, 75n.55 

Engel, James F., 167 

Engellend, Brian T., 383n.25 

Enright, Allison, 90n.4 

Esfahani, Elizabeth, 279n.16 

Espinoza, Javier, 79n.c 


Este, May k., 262n.93 


F 


Fairclough, Gordon, 214n.47 

Fallon, Nicole, 377n.c 

Farfan, Barbara, 180n.6 

Farrell, Greg, 473n.20 

Fass, Allison, 288n.40 

Favole, Jared A., 543n.d 

Feldman, Betsy, 416n.d 

Ferrell, Linda, 38n.18, 38n.21, 
68n.29, 68n.30, 68n.31, 
72n.43, 82n.79, 82n.81, 
92n.8; >) lind 


Ferrell, O.C., 11n.15, 16n.35, 28n.2, 
29, 38n.18, 38n.21, 43n.25, 
58n.4, 58n.5, 59n.6, 68n.29, 
68n.30, 68n.31, 71n.39, 
72n.43, 72n.44, 82n.78, 
82n.79, 82n.81, 92n.8, 
278n.11, 280n.19, 325n.36, 
511n.d 

Fields, Debbie, 282 

Finley, Ryan, 99 

Fiore, Kristina, 543n.d 

Fisk, Raymond P., 326n.38, 
327710.39 

Fleiss, Jenny, 377 

Fletcher, Don, 237n.6 

Folkes, Valerie, 296n.56 

Ford, Andréa, 505n.c 

Ford, Dana, 341n.a 

Ford, Royal, 388n.26 

Foreman, Doug, 278 

Fornell, Claes, 11n.17 

Fournier, Christophe, 528n.20 

Fowler, Aubry R., HI, 262n.93 

Fowler, Danielle, 309n.17 

Fowler, Geoffrey A., 255n.69, 
256n.d, 260n.83 

Fox, Edward J., 15n.25 

Fox, Patrick, 371n.a 

Fox, Susannah, 96 

Frank, Robert J., 370n.6 

Franke, George R., 207n.27 

Frankwick, Gary L., 523n.13 

Franses, Philip Hans, 104n.21 

Frazier, Mya, 239n.14, 258n.75, 
505n.21 

Fredrix, Emily, 290n.c 

Freeman, David W., 201n.a 

Frey, William H., 169n.18 

Fries-Briggs, Gabriel, 85, 86 

Frommer, Dan, 36n.16 

Fry, M., 38n.20 

Fuhrman, Elizabeth, 133n.c 

Furhman, Vanessa, 105n.b 

Furst, Roger, 458 

Futrell, Charles, 533 


G 


Gal-Or, Esther, 397n.6 
Gandel, Stephen, 177n.1 
Garfield, Bob, 110n.d 
Garner, Jay, 233 

Garner, Randy, 99n.16 
Gates, Bill, 57 

Gaudin, Sharon, 241n.18 


Gaumnitz, Bruce R., 81n.75 
Gebhardt, Gary E, 13n.22 
Gelman, Mesh, 207 
Gemiinden, Hans Georg, 35n.13 
Gentry, Connie, 458n.28 
George, Jeffrey P., 370n.6 
Geron, Tomio, 256n.d 
Gertz, Emily, 316n.b 
Giacobbe, Ralph W., 523n.10 
Gibbons, Vera, 371n.10 
Gibbs, Nancy, 163n.14 
Gieger, Thierry, 210 
Giese, Joan L., 502n.15 
Gilchrist, Aaron, 95n.12 
Glaser, Mark, 245n.35 
Goch, Lynna, 480n.36 
Godinez, Victor, 427n.1 
Goldberg, Marvin E., 490n.4 
Goldman, David, 64n.18 
Golloher, Jessica, 201n.7 
Goltz, Jay, 382n.d 
Gonzalez, Gabriel R., 527n.15 
Goodwin, Jenifer, 296n.d 
Gordon, Julie, 302n.60 
Govindarajan, Vijay, 229n.75 
Graham, Jefferson, 245n.35, 
By fin NS) 
Grant, Alan, 15n.26 
Grant, Lorrie, 64n.15 
Grayson, Rollo A. S., 439n.13 
Greenberg, Murray, 549 
Gregory, Sean, 207n.b 
Grewal, Dhruv, 93 
Grierson, lim, 8n.10 
Griffin, Ricky W., 391n.2 
Gross, Daniel, 102n.18 
Grove, Stephen J., 326n.38, 327n.39 
Gruber, Thorsten, 312n.19 
Guenther, Daniel, 266 
Guinan, Patricia J., 240n.16 
Gunther, Marc, 160n.c, 199n.1 
Gupta, Anil K., 229n.75 
Gupta, Sunil, 13n.23, 15n.33 


H 


Haber, Dominic, 367n.2 

Hadley, Jan, 136n.d 

Haiar, Nikole, 302n.60 

Hall, Emma, 477n.27 

Hallerman, David, 240n.16 
Hamblen, Matt, 184n.b 

Hampp, Andrew, 505n.23 
Hanouz, Margareta Drzeniek, 210 
Hanson, Stephanie, 215n.49 


Harding, Keith, 527n.16 

Hardy, Quentin, 261n.87 

Harich, Katrin R., 288n.33 

Harris, Christine, 380n.22 

Harris, Eric G., 159n.10 

Harris, Melissa, 330n.d 

Hart, Susan, 45n.29 

Hartline, Michael, 16n.35, 28n.2, 
29, 43n.25, 58n.4, 58n.5, 
59n.6, 82n.78, 280n.19, 
325n.36 

Hawes, Jon M., 519n.4 

Hawk, Tony, 517 

Hawkins, Del I., 302n.60 

Hein, Kenneth, 291n.47 

Held, Tom, 118n.1 

Helft, Miguel, 184n.b 

Helm, Burt, 480n.c 

Hempel, Jessi, 488n.1 

Henderson, Pamela W., 502n.15 

Hensley, Becca, 278n.b 

Herders, Judy, 377n.c 

Herrmann, Andreas, 278n.12 

Hewett, Kelly, 293n.49 

Hickox, Stuart, 128n.a 

Himmelfarb, Rachel, 85, 86 

Hira, Nadira A., 308n.15 

Hoffman, K. Douglas, 322n.31, 326, 
527n.15 

Hollis, Nigel, 285n.31 

Holt, David, 302 

Holt, Douglas B., 285n.30 

Homburg, Christian, 11n.18, 28n.3 

Honomichl, Jack, 107n.c 

Hopewell, Bruce, 67n.25 

Hopkins, Christopher D., 533n.23 

Horovitz, Bruce, 169n.16, 246n.38, 
268n.1, 294n.50, 537n.31, 
541n.41 

Houston, Mark B., 34n.11, 324n.35 

Howard, Daniel J., 501n.14 

Huber, Frank, 278n.12 

Hudson, Kris, 380n.21 

Huget, Jennifer LaRue, 136n.d 

Hughes, Mark, 521 

Hughes, Stephanie, 402 

Hult, G. Tomas M., 36n.15, 39n.22, 
47.35 

Hult, Peter, 444n.18 

Humphreys, Jeffrey M., 169n.17, 
170n.25 

Hunter, Gary K., 527n.17 

Hutt, Michael D., 534n.28 

Hyman, Jennifer, 377 

Hyman, Michael J., 171, 262n.94 


lan, Scott, 364 

Ignelzi, R. J., 409n.c 

Im, Sabin, 324n.35 

Ingram, Thomas N., 527n.15 
loffe, Julia, 211n.33 

Ivarez, Luis Ignacio, 61n.8 


Ives, Nat, 467n.11 


J 


Jackson, Donald W., Jr., 523n.10, 
534n.28 

James, Kevin William, 16n.34 

Jamil, Maqbul, 476n.25 

Jaramillo, Fernando, 528n.19 

Jargon, Julie, 295n.52, 492n.5 


Jaworski, Bernard J., 11n.15, 13n.20, 


48n.36 
Jobs, Steve, 508 
Johanson, Jan, 217n.59 
John, Andrew, 79n.73 
John, Joby, 326n.38, 327n.39 
Johns, Andy, 371n.a 
Johnson, Julie T., 521n.9 
Johnson, Michael D., 278n.12 
Jones, Charisse, 469n.14 
Jones, Eli, 520n.7 
Jones, Sydney, 96 
Joss, Matt, 266 


K 


Kamakura, Wagner A., 94n.9 
Kamenetz, Anya, 70n.b 
Kamp, Jon, 525n.b 

Kane, Yukari Iwatani, 279n.17 
Kaptein, Muel, 81n.74 
Karabell, Zachary, 243n.23 
Kaufelt, Rob, 549 

Kavilanz, Parija, 74n.49 

Kay, Mary, 534 

Keillor, Bruce, 229n.73 

Kell, John, 64n.17 

Keller, Kevin, 134n.17 

Kelly, Marjorie, 82n.79 
Kemp, David, 302n.60 
Kendall, Brent, 64n.17 
Kennedy, John E, 79 
Kennedy, Karen Norman, 520n.5 
Kerin, Roger A., 501n.14 
Kilduff, Angela, 382n.d 

Kiley, David, 200n.4 


Kim, Hyejin, 246n.44 

Kim, Sonjung, 155n.8 

King, Larry, 308 

Kinsey, Matt, 45n.d 

Klein, Jill Gabrielle, 79n.73 

Klerkx, Arnoud, 520n.6 

Klonsky, Joanna, 215n.49 

Kluger, Adam, 480 

Knight, Gary A., 201n.6 

Koch, Wendy, 78n.68, 79n.70, 
To nw les 2. Onke 

Kohli, Ajay K., 11n.15, 13n.20 

Kohli, Chiranjeev S., 288n.33, 
289n.42 

Konrad, Alex, 480n.37 

Kornik, Joseph, 532 

Korte, Gregory, 69n.35 

Kotler, Philip, 134n.17 

Krauss, Michael, 330n.d 

Krishna, Ariadna, 153n.5 

Krishnan, R., 93 

Krohmer, Karley, 28n.3 

Krupka, Zoran, 202n.11 

Kumar, Ajith, 534n.28 

Kumar, V., 15n.30, 15n.32, 109n.25 

Kundu, Sumit K., 220n.63 

Kutz, Erin, 2n.2 


i 


Ladd, Robert T., 392n.4 

Lady Gaga, 269, 480 

Lafley, A. G., 308n.14 

LaForge, Raymond W., 527n.15 

Lam, Francis, 216n.c 

Lampinen, Minuttu, 305n.5 

Landauro, Inti, 204n.16 

Lane, Robert, 109n.25 

Lawell, Francis, 144n.21 

Leamy, Elisabeth, 439n.c 

Learmonth, Michael, 352n.b, 
474n.23 

Leatherman, Timothy S., 160 

Lebesch, Jeff, 302 

Lee, Jason, 517n.34 

Lee, Kee-hung, 45n.29 

Lehmann, Donald R., 13n.23 

Leibowitz, Jon, 110n.d 

Leland, Brent, 118n.1 

Leonidou, Leonidas C., 186n.13 

Lere, John C., 81n.75 

Leuthesser, Lance, 288n.33 

Levy, Ari, 352n.b 

Levy, Michael, 316n.24 


oa ‘2 7 


NAME INDEX 


Levy, Piet, 71n.37, 71n.38, 103n.19, 
107n.23, 158n.9, 236n.3, 
305n.4, 308n.16, 355n.16, 
355n.18, 369n.5, 475n.b, 
538n.34 

Lewis, Sage, 248n.54 

Li, Charlene, 243n.22, 246n.43, 
247n.47, 247n.48, 252n.62, 
252n.63, 252n.65, 252n.66, 
253,25 80s /0/- 

Libin, Phil, 352n.b 

Lichtenstein, Donald, 352n.12, 
Boa ile 

Lieberman, David, 95n.14 

Linthicum, Kate, 316n.b 

Llovino, Louis, 437n.9 

Lohr, Steve, 110n.d 

Lopez, Tara Burnthorne, 533n.23 

Lovering, Daniel, 187n.14 

Lowitt, Eric, 160n.c 

Lowry, Adam, 25, 26 

Lukas, Brian A., 278n.11 

Lukovitz, Karlene, 302n.60 

Luo, Xueming, 11n.18, 82n.79 

Luomala, Harri T., 202n.11 

Lynch, David J., 216n.53 

Lyon, Cody, 10n.a 

Lyons, Daniel, 184n.b 

Lyons, William, 79n.c 


M 


Machan, Dyan, 268n.1 
MacMillan, Douglas, 184n.b, 
234n.1 
Macsai, Dan, 352n.b 
Madden, Thomas J., 293n.49 
Mahr, Krista, 80n.d 
Maidenberg, Micha, 88n.1 
Maignan, Isabelle, 38n.18, 38n.21, 
71n.39, 77n.65, 82n.79, 
82n.81 
Male, Bianca, 248n.51 
Mallahi, Kemel, 22n.43 
Malshe, Avinash, 519n.2 
Manchina, Saverio, 437n.b 
Mandell, Nina, 40n.c 
Mangalindan, Mylene, 338n.1 
Manjoo, Farhad, 90n.3 
Manning, Ken, 92n.8 
Manolis, Chris, 528n.20 
Manzer, Will, 458 
Marcus, Stephanie, 249n.c 
Marsh, Bill, 388n.26 


Seerrere, S Sed. 
Dees a @ . "© «@ 7 
—s 

ul 


NAMEINDEX 


Maslow, Abraham, 155, 156, 
175, 481 
Mason, Charlotte H., 324n.35 
Massey, Daniel, 436n.a 
Mathew, George, 167 
Matlack, Carol, 493n.a 
Matta, Shashi, 296n.56 
Mattioli, Dana, 286n.35 
May, Jeffrey, 205, 543n.44 
Maynard, Michael L., 207n.27 
Mazvancheryl, Sanal K., 11n.17 
McAlister, Debbie, 77n.65 
McDonald, Bob, 268 
McDonough, Alan, 458 
McDougall, Paul, 27n.1 
McFarland, Richard G., 523n.11 
McGee, William J., 357n.d 
McGrit, Ellen, 488n.1 
McGurk, Stuart, 479n.32 
McKay, Betsy, 133n.c 
McLaughlin, Lisa, 198n.19 
McLean, Bethany, 283n.26 
McMains, Andrew, 444n.d 
McNeill, Lisa S., 439n.13 
McQuitty, Shaun, 323n.33 
Medvedev, Dmitry, 245 
Meier, Fred, 497n.11 
Mela, Carl E, 15n.33 
Mellahi, Kamel, 82n.77 
Menon, Geeta, 354n.14 
Mentzer, John, 392n.4 
Merunka, Dwight R., 528n.18 
Messina, Judith, 132n.b 
Mesure, Susie, 407n.b 
Mia, Irene, 210 
Michaels, Philip, 266n.95 
Miller, Claire Cain, 184n.b 
Miller, John W., 67n.21, 260n.85 
Miller, Steve, 388n.26 
Min, Soonhong, 392n.4 
Miniard, Paul W., 167 
Mitchell, Amy, 464 
Mitchell, Josh, 159n.b 
Mittal, Vikas, 94n.9 
Mitter, Sohini, 390n.1 
Monroe, Kent B., 339n.2 
Moog, Matt, 330, 330n.d 
Moore, Angela, 371n.9 
Morgan, Neil A., 46n.32 
Morgan, Piers, 308 
Morrissey, James A., 207n.b 
Moskowitz, Gary, 503n.b 
Moskowitz, Milton, 518n.1 
Mozilo, Angelo, 74 


Mulki, Jay Prakash, 528n.19 
Mullarkey, Guy W., 505n.22 
Mulpuru, Sucharita, 444n.18 
Munthree, Shantini, 291n.48 
Murphy, Chris, 525n.b 
Murray, Janet Y., 39n.23 
Mustafa, Isaiah, 460, 498 
Myhr, Niklas, 192n.17 


N 


Nagle, Thomas T., 355n.17 

Nair, Vipin V., 365n.1 
Narasimhan, Laxman, 370n.6 
Nardo, Michela, 210 

Nasser, Haya El, 69n.35 
Needleman, Sarah, 261n.90, 316n.b, 
437n.b 

Neeleman, David, 512 

Neff, Jack, 123n.3, 258n.76, 307n.9, 
314n.22, 442n.16 

Nelson, Don, 55n.1 

Nelson, Fritz, 390n.1 

Neporent, Liz, 40n.c 

Netemeyer, Richard G., 352n.12, 
Boy o10, 1S) 

Nevin, John R., 217n.59 
Newberry, Jon, 268n.1 

Newton, Casey, 27n.1 
Nicholson, Debbie, 10n.14 
Nickell, Jake, 88, 88n.1 

Nooyi, Indra, 71, 71n.40 

Novak, Sarah, 320n.c 

Novemsky, Nathan, 152n.3 
Nussbaum, Alex, 473n.20 
Nystrom, Paul C., 34n.11 


O 


Obama, Barack, 207, 245, 248 

O’Brien, Kevin J., 210n.31 

Odell, Patricia, 535n.30 

O’Donnell, Jayne, 540n.38 

Ofek, Elie, 317n.26 

Ofir, Chezy, 44n.28 

Ojile, Bill, 246n.b 

Okeson, Sarah, 40n.c 

O'Leary, Noreen, 5n.6, 139n.20, 
258n.79 

Olmstead, Cherilyn, 116 

Olmstead, Kenny, 464 

Olson, Dan, 79n.c 

Olson, Eric M., 36n.15, 47n.35 

Olson, Lois, 409 


Olson, Parmy, 14n.b, 204n.16 

OReilly, Joseph, 417n.20, 419, 
419n.24 

Osbourne, Ozzy, 471 

Osbourne, Sharon, 471 

Overberg, Paul, 69n.35 

Owens, Deborah, 229n.73 

Ozretic-Dosen, Durdana, 202n.11 


6 


Page, Larry, 184 

Page, Susan, 62n.10 

Palmatier, Robert W., 43n.27 
Parasuraman, A., 93, 322n.31, 326 
Parasuraman, Dhruv Grewal, 92n.7 
Parekh, Rupal, 123n.3 

Parise, Salvatore, 240n.16 
Parker, Hilary, 290n.c 

Parker, John, 201n.8 
Parker-Pope, ‘Tara, 290n.c 
Parrish, Christopher, 266 
Passariello, Christina, 226n.d 
Patel, Kunur, 382n.d 

Patton, Leslie, 503n.17, 504n.18 
Payne, Adrian, 15n.28 

Paynter, Ben, 10n.a, 243n.a 
Pechmann, Cornelia, 490n.4 
Peck, Joann, 471n.16 

Peelena, Ed, 520n.6 

Pelton, Mike, 165n.d 

Pender, Lee, 412n.14 

Penn, Christopher S., 250n.59 
Penn, Sean, 516 

Pennington, Chester, 471 
Pereira, Joseph, 64n.16 
Perreault, William D., Jr., 527n.17 
Peter, J. Paul, 324n.34 

Peterson, Kimberly, 79n.c 
Petrecca, Laura, 244n.34 
Pidaparthy, Umika, 239n.12 
Piercy, Nigel F., 32, 46n.31 
Piésch, Anton, 202n.10 

Pieters, Rik, 502n.16 

Pitta, Dennis A., 309n.17 
Plummer, Joseph T., 130n.15 
Polonsky, Michael J., 38n.20 
Polsa, Pia, 520n.8 

Pooley, Eric, 274n.a 

Porter, Arthur L., 539n.35, 539n.36 
Porter, Stephen S., 523n.13 
Power, J. D., 49n.37, 90n.2 
Prentice, Stephen, 157n.a 

Price, Dennis, 153n.6 


Pride, William M., 57n.2 
Pry, Alyssa, 313n.20 

Puck, Wolfgang, 270 

Purcell, Kristen, 464 

Putsis, William P., Jr., 276n.7 


Q 


Quayat, Ricardo, 475n.b 
Quinn, James, 38n.19 


R 


Rahim, Ahmed, 198 

Rahim, Reem, 198 

Raice, Shayndi, 32n.8 

Rainie, Lee, 464 

Ramsey, Mike, 159n.b, 274n.a 

Rangan, V. Kasturi, 183n.11 

Rao, Narendra, 278n.14 

Rao, Vithala R., 379n.20 

Rashid, Karim, 25 

Ravid, S. Abraham, 510n.30 

Raymond, Mary Anne, 533n.23 

Razzetti, Guz, 475n.b 

Reardon, Marguerite, 91n.6 

Rebllo, Jagdish, 68n.26 

Reibling, Ellen Thomas, 490n.4 

Reid, Gregory A., 107n.23 

Reid, Michael, 215n.50 

Reinartz, Werner J., 15n.30 

Reingold, Jennifer, 61n.7 

Reiter, Chris, 105n.b, 388n.26 

Reppel, Alexander E., 312n.19 

Resnick, Rosalind, 550n.46 

Rettab, Belaid, 22n.43, 82n.77 

Rhodes, Ryan, 249n.55 

Rice, Michael, 71n.37, 475n.b 

Rice, Thomas, 12n.19 

Rich, Anne K., 519n.4 

Rida, Flo, 480 

Ridgeway, Nancy M., 352n.12, 
455-15 

Rindfleisch, Aric, 160n.11 

Ritter, Thomas, 35n.13 

Rivas, Teresa, 426n.25 

Robb, Drew, 458n.28 

Rogers, Everett M., 282n.21 

Roizen, Bambi Franciso, 45n.d 

Roman, Kianti, 199n.1 

Romani, Simona, 378n.18 

Rooney, Ben, 216n.55, 338n.1 

Rosenberg, Mike, 374n.b 

Rosenstiel, Tom, 464 

Ross, Allison, 409n.c 


Roth, Martin S., 293n.49 
Rubin, Rita, 201n.a, 381n.24 
Ruiz, Salvador, 463n.5 

Rusli, Evelyn M., 45n.d 
Ryals, Lynette, 15n.28 

Ryan, Eric, 25, 26 

Ryan, Nate, 508n.27 


S 


Saaksjarvi, Maria, 305n.5, 520n.8 
Sabatini, Joshua, 472n.a 
Sala-i-Martin, Xavier, 210 
Sanders, Lisa, 302n.60 

Santos, Maria Leticia, 61n.8 
Sarnoff, David, 282 

Savitt, Kathy, 256 

Sawyer, Philip W., 504, 504n.19 
Scannell, Stephen, 437 

Schaefer, Steve, 214n.48 

Scheer, Lisa K., 43n.27 
Schibsted, Christian Michael, 493 
Schlesinger, Leonard, 15n.26 
Schmall, Emily, 243n.20 

Schmit, Julie, 436n.a 

Schonfeld, Erick, 99n.a 
Schreiner, Bruce, 482n.d 


Schultz, Don E., 286n.33, 323n.32 


Schultz, Howard, 11 

Schwartz, Ariel, 86n.82, 436n.a 

Schwartz, Norbert, 152n.3 

Scott, David Meerman, 249n.55, 
252n.64 

Seale, Barbara, 521n.a 

Searcey, Dionne, 288n.39 

Selvadurai, Naveen, 132 

Severson, Kim, 550n.46 

Sewell, Dan, 341n.a 

Shaffer, Julie, 88n.1 

Shanahan, Kevin J., 171, 262n.94 

Shayon, Sheila, 444n.d 

Shelton, Terah, 325n.37 

Sherry, John F, Jr., 13n.22 

Shervani, Tasaddug A., 523n.11 

Sheth, Jagdish N., 15n.27, 39n.22 

Shi, Ting, 211n.35 

Shields, Brooke, 5 

Shinkle, Kirk, 533n.24 

Shiraki, Maki, 43n.26 

Shula, Don, 124 

Sicilia, Maria, 463n.5 

Sierra, Jeremy J., 323n.33 

Sievering, Adam, 128n.a 

Simms, C. D., 284n.29 

Simonson, Itamar, 44n.28, 152n.3 


Simpson, Bryan, 302n.60 

Sisodia, Rajendras, 15n.27 

Sittimalakorn, Wuthichai, 45n.29 

Sivadas, Eugene, 167 

Sjostrom, Jan, 372n.11 

Skare, Vatroslav, 202n.11 

Skidmore, Sarah, 355n.c, 407n.b, 
482n.d 

Slater, Stanley F, 36n.15, 47n.35 

Slayter, Ellen, 390n.1 

Smith, Aaron, 466n.7 

Smith, Erin Copple, 480n.38 

Smith, Fred, 282 

Smith, Gerald E., 355n.17 

Smith, Joyce, 402n.a 

Smith, N. Craig, 79n.73 

Snyder, William R., 202n.11 

Sohi, Avipreet, 519n.2 

Solomon, Paul, 528n.19 

Somiya, Kazue, 43n.26 

Spaly, Brian, 45 

Spekman, Robert E., 192n.17 

Srinivasan, Kannan, 397n.6 

Stacks, Danielle, 498n.12 

Stafford, Marla Royne, 376n.14 

Stafford, Thomas F., 376n.14 

Stanford, Duane, 199n.1 

Stanley, Paul, 364 

Stanley, Tammy, 524n.14 

Stecklow, Steve, 260n.84 

Steel, Emily, 63n.a, 259n.81, 
541n.40 

Steenkamp, Jan-Benedict E.M., 
43n.27 

Stein, Danny, 480 

Stey, Samantha, 238n.8 

Stibel, Jeff, 305n.a 

Stigset, Marianne, 493n.a 

Stoiber, Marc, 191n.d 

Stone, Brad, 235n.2, 261n.91 

Stone, Todd, 249n.c 

Storbacka, Kaj, 520n.8 

Strickland, Jonathon, 242 

Stuart, Jennifer Ames, 13n.23 

Sullivan, Elisabeth A., 101n.17 

Suprenard, Paul, 302n.60 

Suri, Rajneesh, 289n.42, 339n.2 

Swallow, Deborah, 463n.6 

Swartz, Jon, 260n.85, 261n.87 

Szmigin, Isabelle, 312n.19 


T 


Tabini, Marco, 27n.1 
Taher, Ahmed, 327n.40 


Tanner, John F, Jr., 528n.20 

Taulli, Tom, 103n.20 

Taylor, Alex, III, 274n.a, 507n.25 

Taylor, Charles R., 207n.27 

Tedeschi, Bob, 338n.1 

Theodore, Sarah, 133n.c 

Thomas, Jacquelyn S., 15n.25 

Thomas, Kenneth W., 46n.33 

Thomas, Manoj, 354n.14 

Thomaselli, Rich, 318n.27 

Thompson, Connie, 128n.a 

Thorne, Debbie, 68n.29, 68n.30, 
68n.31, 72n.43 

Thurm, Scott, 260n.86 

Tiku, Nitasha, 21n.39 

Tilley, Steve, 341n.6 

Tinseth, Randy, 246n.45 

Tischler, Linda, 154n.7 

Toyoda, Akio, 159n.b 

Trachtenberg, Jeffrey A., 73n.47, 
338n.1 

Tribbett, Greg, 364 

Trohman, Joe, 364 

Trott, 2, 284n.29 

Tuttle, Brad, 537n.33 

Tyagi, Pradeep, 218n.60 

Tyrangiel, Josh, 246n.40 


U 


Underwood, Ryan, 258n.78 


V 


VahIne, Jan-Erik, 217n.59 

Valentine, Sean, 75n.56 

Valentino-DeVries, Jennifer, 
261n.88 

van den Beld, Bas, 4n.3 

Van Den Heuvel, Dana, 239n.10 

Vanden Plas, Joe, 118n.1 

Van Doren, Paul, 516 

Van Doren, Steve, 516 

van Hasselt, Caroline, 177n.1 

van Montfort, Kees, 520n.6 


Vann, Mick, 316n.b 

Van Rompuy, Herman, 213n.45 
Van Schagen, Sarah, 26n.44 
Varadarajan, P., 57n.2 
Vascellaro, Jessica E., 256n.d 
Vazquez, Rodolfo, 61n.8 
Velthouse, Betty A., 46n.33 
Vena, Jocelyn, 471n.17 

Vence, Deborah, 512n.32 
Venkatesan, Rajkumar, 15n.32 
Verhoef, Peter, 104n.21 

Virzi, Anna Maria, 243n.a 
Vitorovich, Lilly, 480n.39 
Voreacos, David, 357n.22, 473n.20 
Vorhies, Douglas W., 46n.32 
Vranica, Suzanne, 246n.39, 512 


W 


Wagner, Ralk, 380n.23 

Wakabayashi, Daisuke, 351n.11 

Walker, Rob, 26n.44, 439n.c 

Wallace, Alicia, 88n.1 

Walsh, Bryan, 68n.28 

Walters, Rockney, 476n.25 

Wang, Jennifer, 302n.60 

Warner, H. M., 282 

Warner, Melanie, 70n.b 

Was, Emily, 365n.1 

Waterfield, Bruno, 214n.48 

Watson, Thomas, 282 

Wax, Emily, 159n.b 

Weber, Vanessa, 439n.c 

Webster, Frederick E., Jr., 46n.34, 
188n.15 

Wedel, Michel, 502n.16 

Weinberg, Bruce D., 240n.16 

Weingarten, Mark, 257n.74 

Weinzimmer, Laurence G., 34n.11 

Weise, Elizabeth, 297n.57, 482n.d 

Weisel, Dan, 165 

Weisul, Kimberly, 55n.1 

Weitz, Barton A., 316n.24 

Welch, Bryan, 116, 117 

Welsh, Jonathan, 280n.18 


Wentz, Laurel, 170n.27, 475n.b 

Wesley, Johnston J., 528n.18 

Whalen, Jeanne, 72n.41 

Wheeler, Maureen, 233 

Wheeler, Tony, 233 

White, Gregory L., 245n.37 

Widmier, Scott M., 519n.4 

Wiedersheim-Paul, Finn, 217n.59 

Wiener, Joshua L., 523n.13 

Wiggins, Jennifer, 471n.16 

Wilkinson, Timothy, 229n.73 

Wind, Yoram, 188n.15 

Winer, Russell S., 354n.13 

Winston, Andrew, 191n.d 

Wishart, Ian, 357n.21 

Wohl, Jessica, 401n.8 

Wong, Elaine, 146n.1 

Wong, Nancy, 160n.11 

Wood, John Andy, 523n.12 

Wood, Virginia B., 278n.b 

Woodside, Arch G., 283n.22, 
283n.23 

Woodyard, Chris, 38n.b, 274n.a, 
388n.26, 497n.11 

Wooldridge, Adrian, 205n.19 

Workman, John P, Jr., 28n.3 


X 


Xu, Jia, 216n.53 


ve 


Yorio, Kara, 320n.c 
York, Emily Bryson, 278n.10, 
506n.24 


ra 


Zeithaml, Valarie A., 322n.31, 326 
Zemlin, Jim, 341n.8 

Zhao, Guangzhi, 490n.4 
Zimmerman, Ann, 62n.12, 62n.13 
Ziobro, Paul, 311n.18 

Zmuda, Natalie, 21n.42, 462n.3 


ORGANIZATION INDEX 


A 


AAA, 273 

Abbott Laboratories, 225, 525 

Abercrombie & Fitch, 125, 156, 275, 
284, 366, 367, 480, 482 

Academy Awards, 472, 488 

Accenture, 275 

ACNielsen Company, 95, 97, 312 

Acorn, 129 

Adidas, 216, 227, 308 

Adopt-A-Classroom, 21 

Advertising Age, 95 

Advil, 318, 393, 490 

Aeroflot, 222 

Aeromexico, 222 

Aeropostale, 125 

Affliction clothing line, 508 

AirEuropa, 222 

Air France, 222 

Ajax dishwashing liquid, 288 

Albertson’s, 90, 433 

Alcatel Lucent, 241 

Aleve, 318 

Alitalia, 222 

Allstate Insurance, 74, 75, 169, 170, 
243227 1.2329 

Altoid Mints, 271 

Always, 226 

Amazon.com, 13, 25, 40, 44, 53, 68, 
96.1 Ds 2le 294) 2s 250; 
265, 271, 338, 339, 394, 406, 
418, 443 

Ambassador Roller Rink, 437 

American Airlines, 43, 221, 351 

American Bankers Association, 64 

American Cancer Society, 76 

American Community Survey, 95 

American Customer Satisfaction 
Index, 315 

American Dairy Association, 485 

American Eagle Outfitters, 125, 416 

American Express, 291, 327 

American Federation of Teachers, 64 

American Forces Radio and Television 
Service, 181 

American Idol, 480 


American Life, 327 

American Marketing Association 
(AMA), 3, 24, 95, 205 

American Society of Association 
Executives, 97 

American Standard, 453 

America Online, 327 

AMP Agency, 468 

ampm, 220, 446 

Amway, 257, 444 

Anacin, 318 

Angie’s List, 324 

Anheuser-Busch, 108, 491, 541 

Annual Report Service, 97 

AOL, 443 

Applebee's, 71 

Apple Computer, 7, 11, 19, 21, 27, 
Di, 2D), HO, WHE, WI, 19S), HOW 
DIYS), RYE, DSH, MXe%, Bil D5 DUS), 
352, 445, 467, 478, 508, 512 

The Apprentice, 480 

App Store, 27 

Aquafina, 269 

AQUOS LCD televisions, 476 

Ariel, 226 

Arm & Hammer, 8, 280, 295 

Arrow Electronics, 179 

“The Art of the Sale,” 249 

Asahi Glass, 180 

ASAP Systems, 415 

Ascent Solar, 222 

Asea Brown Boveri, 226 

Asia Insight, 112 

Association of National Advertisers, 
201 

Asus, 126 

ATMs, 329 

AGEN, Ine. 31532, 64,9192, 193; 
287, 288, 291, 368, 372, 404, 
490, 494 

Attack Easy laundry detergent, 20 

Audi, 480 

Audi Q5, 280 

Autobytel, 21 

Auto Shack, 289 

AutoSite, 363 

AutoZone, 289 


Avatar, 250 

Aveda, 77 

Avia, 132 

Avis, 16 

Avon Products, 71, 257, 444, 537 
Axe, 249 


B 


Babe Ruth, 272 

Baidu, 235, 261 

Bali, 290 

Ball Park, 290 

Banana Republic, 492 

Banfield Pet Hospital, 330 

Bank of America, 75 

Barbie dolls, 127 

Barclay, 155 

Barilla, 258 

Barnes & Noble, 254, 435, 439, 444 

Barnes & Noble e-book reader, 338 

Barrett-Jackson, 81 

Bashas’ Markets, 115 

Bayer, 19, 318 

BBC Worldwide, 233 

Beanitos, 278 

Beatles, 282 

Bed Bath & Beyond, 442 

Behavior Scan, 109 

Bemis Co., 295 

Benadryl, 473 

Benjamin Moore & Co., 67, 239 

Ben & Jerry’s Ice Cream, 249, 490 

Bentley Motors, 352, 368-369 

Bergen Brunswig Corporation, 450 

Best Buy, 14, 15, 72, 188, 251, 271, 
B08 32557 0a oo, 
409, 420, 429, 445, 448, 471, 
472, 493, 540 

Better Business Bureau, 261 

Beverly Hills Polo, 207 

Beyond February program, 169 

Bic, 123,291 

Bic Camera, 390 

Biggest Loser, 480 

Big Mac, 308 

Bing, 90, 246 


© Russell Kord/Alamy 


Birds Eye, 278 ° 

Bitpipe, 97 

BJ’s Wholesale Club, 62, 434 

Blinkx, 97 

Blockbuster, 5, 426 

Bloomberg Businessweek, 95, 473 

Bloomingdale’s, 438 

Blue jeans, 168 

Blue Nile, 153 

Blue Ocean Institute, 407 

Blu-ray DVD players, 426 

BMW, 30, 105, 168, 203, 288, 331, 
355, 405 

The Body Shop, 430 

Boeing, 187, 197, 246, 419 

Boeing 737 aircraft, 182 

Bold 7642/7 fe o/ /- 

Bombardier, 177, 178 

Bonobos, 45 

Boston Consulting Group (BCG), 37 

Boston Market, 71 

Bounty, 37, 226, 276 

Bowers & Wilkins, 68 

BP 104; 223, 418, 512 

Brandweek’s Brandindex report, 5 

Breast Cancer Awareness Crusade, 7 1 

British Airways, 221 

British Broadcasting Company, 233 

BudNet, 108 

Budweiser Clydesdale horses, 495 

Bufferin, 318 

Build-A-Bear Workshop, 103, 270 

Bureau of Labor Statistics, 126 

Burger King, 19, 63, 244, 292, 446, 
470, 480, 543 

Burlington Coat Factory, 436 

Business for Social Responsibility 
(BSR), 84, 208-209 

Business Software Alliance, 262, 444 

Business Travel News, 270 

Business Wire, 97 

BuyWithMe, 538 


C 


Cabela’s, 440 

Cablevision, 508 

GING Wares, IAS 

Cadbury Schweppes, 278 

Cadillac, 15, 49, 105, 355 

Caesar’s Palace, 440 

Caffeine-Free Coke, 134 

Caffeine-Free Diet Coke, 134 

California Department of Health 
Services, 482 


Camay, 276 

Campbell’s Kitchen, 8 
Campbell’s Soup, 104, 293, 308 
Canadian National Railroad, 417 
Canon, 215 

Capital District Remodelers, 67 
Cardiac Care Network, 506 
Cargill, 304 

Carnival Cruise Lines, 322 
Carphone Warehouse, 390 
Carrefour, 431, 434 

Carslon Hotels, 542 

@antiers 2735289 

Cascade, 288 

Caterpillar Inc., 184, 305 

Cat Fancy, 146 

CBC Radio, 250 

Celestial Seasonings, 32 


CENGAGEBrain, 408 


Census Bureau. See U.S. Bureau of the 


Census 

Census of Agriculture, 95 

Census of Business, 95 

Census of Population, 95 

Centers for Disease Control and 
Prevention, 19 

Central Intelligence Agency (CIA), 
204 

Century 21 Harvey Realty, 67 

CESAR Canine Cuisine, 317 

CFL bulbs, 128 

Champion, 290 

Chanel, 233, 343 

Charmin, 226, 276 

Cheer detergent, 276, 277, 288, 377 

The Cheesecake Factory, 440 

Cheez Whiz, 319 

Chemlawn, 6 

Cherry Coke, 134 

Chevrolet, 17, 377 

Chevrolet Equinox, 280 

Chevron, 19, 223 

Chevy Volt, 318 

Chicago Bears, 286 

Chico’s, 440 

Chief Marketing Officer 
Council, 258 

Chilis. 152.315 

China Mobile, 287 

China National Petroleum, 223 

China Southern Airlines, 222 

Chiquita, 296 

Christian Dior, 404 

Chrysler, 34, 258, 316, 414 

Cingular Wireless, 288 


Cisco, 236 

Citibank, 308 

(Ciads, NY 

Civic Economics, 55 

Claritas, 129 

Claritin, 505 

Clinique, 541 

Clipsal, 224 

Clorox bleach, 25, 417, 490 

Club Carlson, 542 

CNN, 19, 168, 251, 256, 308, 488 

Coach, 7, 90, 482 

Coca-Cola, 215 B8s54 5 Say Osos 
94, 169, 199, 208, 227, 287, 
296, 304, 308, 318, 474, 480, 
488, 508, 542 

Coca-Cola Classic, 134 

Coke, 296 

Coke Classic, 57 

Coldplay, 8 

Cold Stone Creamery, 538 

Colgate-Palmolive, 170, 227, 291 

Colgate Total gum defense, 279 

Columbia Pictures, 479 

Condé Nast, 320 

Consumer Creative Challenge, 249 

Consumer Reports, 148, 369 

Container Store, 320, 533, 534 

Cool Whip, 293 

(Crerores, AO, PI 

Coppertone, 505 

Corning, 180 

Corn Refiners Association, 290 

Corvette ZR1, 377 

CosmoGirl, 517 

Cosmopolitan, 291 

Costco Wholesale Corporation, 62, 
64, 180, 317, 371, 380, 428, 
429, 431, 434 

Coty Inc., 355 

Countrywide Financial, 74, 75 

Cousins Submarines, 316 

Cracker Jack, 542 

Craftsman tools, 315 

Craigslist, 493 

Crate & Barrel, 440 

Crest toothpaste, 226, 276, 317, 500 

Cross pens, 352 

crowdspring.com, 257, 258 

CSA Czech Airlines, 222 

CSX, 420 

Curious George, 8 

Cutco, 315, 521 

Cutler-Hammer/Eaton, 374 

CVS Caremark, 429, 439 


Daewoo, 216 

Daimler, 307, 388 

Daisy Brand, 540 

Dallas Cowboys, 286 

Damco, 419 

DanActive dairy drink, 66 

Daniels Fund, 508 

Daniel Starch, 505 

Dannon, 66 

Danone, 226, 258 

Dartnell Corporation, 533 

Dasani, 20, 93, 269 

Days Inn, 446 

DAZBOG, 307 

dde furniture, 272 

Debenhem’s, 473 

Decca Recording Company, 282 

Degree, 127 

Dell Computer, 27, 62, 149, 202, 
278; 287; 376, 390, 391, 394, 
395, 398, 406, 411, 414, 518 

Dell tablet computers, 180 

Del Monte Foods, 288, 400 

Deloitte, 344, 406, 520 

Delta Airlines, 91, 222, 351 

Denny’s Inc., 130, 446 

Dentsu, 507 

Detroit Tigers, 486 

DHL, 413, 418 

Diamond Food Inc., 305 

Diaper Bag Basics, 402 

Dick’s Sporting Goods, 480 

Diet Cherry Coke, 134 

Diet Coke, 57, 58, 134 

Diet Pepsi, 57, 58, 133 

Diet Vanilla Coke, 134 

DigiSynd, 244 

Dillard’s, 431 

Directory of Associations, 97 

Direct Selling News, 444 

Dirt Devil, 25, 491 

Discount Tire, 409 

Disney Facebook page, 244 

Disney Netpal, 126 

Disney Tickets Together, 244 

Disney World, 3, 162, 163, 164 

Distribution Unlimited, 415 

Dockers, 59 

Dodge Nitro, 288 

Dog Fancy, 146 

Dogster, 234 

Dolima, 226 

Dollar Tree, 62 


Domino’s Pizza, 134, 406 

Donnelley Marketing Information 
Services, 129 

Doritos, 133, 497 

Dove, 123, 375, 480 

Downy, 226, 275 

Dr. Gadget, 278 

Dr. Scholl’s, 505 

DraftFCB, 475 

Dragontail glass, 180 

Dream Water, 312 

Dreft, 276 

Dreyer’s, 272 

Droid phones, 180 

Dr Pepper, 288, 480 

DSW, 39 

Dual, 11 

Dun & Bradstreet, 193 

Dunkin’ Donuts, 229, 246, 253, 400 

Du Pont, 208 

DVR, 95, 488 

Dyson, 315, 368, 491 


E 


Earthbound Farm, 70 

East Dawning, 216 

Eastern Mountain Sports (EMS), 458 

eBay, 155, 160, 201, 244, 251, 327, 
404, 444, 493 

Ecosys, 190 

Eddie Bauer, 289 

Edmund’s, 21 

Edy’s Ice Cream, 276 

Egg McMuffin, 308 

Elvis memorabilia, 444 

eMarketer, 497 

Emerald Snack Nuts, 305 

Empire, 11 

eMusic, 480 

Encyclopedia Britannica, 247 

Endeavor Personal Concierge, 382 

Enthusiast, 336 

Entrepreneur, 446 

Environmental Protection Agency 
(EPA), 80 

Eons.MTV, 234 

Epinions.com, 21 

Era Detergent, 276, 277, 319 

Ericsson, 220 

Escalade Hybrid SUV, 105 

Essence of Vali, 278 

Estée Lauder, 541 

Ethel’s Chocolate, 341 

Ethisphere, 518 


E*Trade, 493 

Eukanuba, 146 

European Society for Opinion and 
Research (ESOMAR), 115 

Evernote, 352 

Everquest, 250 

Evian, 269 

Excedrin, 318 

Excite, 235 

Expedia, 176, 257, 372 

Export.gov, 97 

Extra Strength Tylenol, 291, 318 

Extreme Makeover: Home Edition, 480 

ExxonMobil, 213, 223, 271, 288, 
355, 357, 418 


F 


Facebook, 21, 39, 144, 159, 160, 176, 
2059 207R 2342388240) 
242, 243-244, 252, 255, 256; 
257, 258, 260, 265, 266, 302, 
316, 324;-330, 390, 460, 473; 
512,520).528,1537 

Facebook Plaza, 132 

Fairchild Semiconductor, 371 

Family Dollar, 62 

Fancy Feast, 293 

FareCompare.com, 257 

Fast Times at Ridgemont High, 516 

Fat Tire Amber Ale, 302 

FBI, 261 

Febreze, 275, 276, 314 

Federal Communications 
Commission, 442 

Federal Trade Commission (FTC), 64, 
72; 80; 1105 183,246; 2608297, 
383, 442, 481, 511 

FedEx, 76, 109, 232, 282, 283, 315, 
406, 413, 417, 418, 425 

Fellowes, 178 

Ferrari, 105, 377 

FIFA World Cup, 508 

51.com, 242 

Fiji, 269 

Film House, 181 

Financial Aid Podcast, 250 

FindArticles.com, 97 

First Phone, 303 

5 Gum, 476 

Flea and tick control product, 309 

Fleishman-Hillard, 507 

FLEXPETZ, 41 

Flickr, 247, 248 

FocusVision, 103 


-6¢ 


i ae ao 2 


ae? oe ere 


a ° a 
sll Ie Or. - 


al 
‘one 


Folgers, 226 

Food and Drug Administration 
(EDA) A7152 903296, 297 

Food Marketing Institute, 407 

Food Network, 316 

Foot Locker, 435 

Forbes, 549 

Ford Explorer, 280 

Ford Fusion Hybrid, 243, 305, 370 

Ford Motor Company, 47, 77, 129, 
DD, D3), Mey 

Formula 409 cleaner, 288 

Forrester Research, 240, 252, 444 

Fortune, 518 

Fortune 500 companies, 77, 244, 247, 
248, 308 

Forum Shops, 440 

Four Loko, 40 

Foursquare, 132, 135, 243, 316 

Frappucino, 7 

Freda, 414 

FreeSamples.com, 541 

Fresh & Easy Neighborhood Markets, 
30-31 

Friendster, 242 

Frito-Lay, 48, 291, 507 

Frogs Leap Winery, 79 

Frontier Airlines, 59 

Pa D232 


G 


Gain, 276, 277, 377 

Gallup, 98 

GameFly.com, 354 

GameStop, 427, 428 

The Gap Inc., 207, 220, 430, 435, 
438, 466, 481, 492 

Garmin, 48 

Geico, 490, 500 

General Dynamics, 181 

General Electric (GE), 216, 249, 265, 
2764 287, 

General Grocer, 287 

General Mills, 10, 76 

General Motors, 17, 19, 47, 49, 61, 
XO, VES, PM", AID, YO, SOM. 
307, 320, 368, 474, 494 

GeniusRocket.com, 239 

Genuine Draft, 291 

Genuine Parts Company (GPC), 448 

Gerber, 202 

Gillette, 305, 312 

Girl Scouts, 75 

Givenchy, 404 


a 


Glamour magazine, 497 

GlaxoSmithKline, 71 

Gleem, 276 

GMC Tahoe, 280 

Goldman Sachs, 511 

Gome Electrical Appliances, 390 

Goodwill, 7 

Goodyear, 269, 301, 409 

Google, 35, 57, 73, 90, 96, 184, 201, 
D2 3542485 249526002615 
262,287; 

Google Android, 27 

Google News Directory, 97 

Google Reviews, 324 

Google Video Search, 97 

Gorilla Glass, 180 

Gourmet magazine, 320 

Gowalla, 132 

Great Value, 287, 355 

Green Giant, 287 

GreenGraffiti, 472 

Green Mountain Coffee Roasters, 507 

Green Team, 160 

GreenTech Automotive, 310 

Groupon, 382, 538 

Group Swoop, 382 

GTE, 216 

Gucci, 233, 405, 482 

GUESS, 284 

Guiltless Gourmet, 278 


H 


Habitat for Humanity, 76, 82 

Hallmark, 499, 541 

Hampton Hotels, 446 

Hampton Inns, 16, 220 

Hanes, 290 

Hansen Cakes, 244 

Harford Farms, 158 

Harley-Davidson, 41, 284, 291, 292, 
336, 414 

Harmony paints, 67 

Hasbro, 256, 474 

Havas Worldwide, 475 

HDTV makers, 49 

HeadBlade, 2 

Head & Shoulders, 276 

Healthy Choice, 295 

Healthy Choice Cereal, 292 

Hearts on Fire, 283 

Heinz, 70, 92, 290, 292, 294, 296, 
498 

Herbal Essences, 276, 307 

Herbalife, 444, 521 


Hewlett-Packard (HP), 76, 77, 149, 
187,208, 239; 3158339; 394, 
409, 420, 519 

Hibachi-San Japanese Grill, 43 

Hickory Farms, 435 

Hi5, 242 

Hilton Hotels, 286, 322 

Hilton Worldwide hotel chain, 33 

Hispanic Dental Association, 170 

Hog Tales, 336 

Hollister, 284 

Home Depot, 7, 48, 72, 180, 272, 
303, 416, 429, 435, 437, 438, 
448 

Homedepot.com, 303 

Home Energy Efficiency aisles, 436 

HomeLink, 33 

Home Shopping Network (HSN), 
355, 443 

Honda, 77 

Honda Civic GX, 285 

Honda Civic Hybrid, 38, 285 

Honda CR-V, 280 

Honda Insight, 285 

Honest Tea, 507 

Honeywell International, 64 

Hoover’s Online, 97 

Horizon Dairy, 70 

Hotel Monaco, 270 

Hotline cards, 109 

Houlifans, 243 

Houlihan's, 243 

House Party, 444 

Howcast Media, 249 

HQ, 243 

H&R Block, 220, 251 

HSBC, 6 

Hulu.Com, 249, 426 

Humana, 234 

Hummer, 320 

Hussey Seating, 181 

Hyundai, 38, 216, 238 

Hyundai Elantra, 38 


Iams, 146 

Iberia, 221 

IBM, 74, 191, 249, 287, 326, 531 

IdeaPad U1, 467 

iExplore, 143 

IKEA, 17, 78, 79, 80, 414, 430, 431, 
434 

IMS Health Inc., 111 

IMS International, 97 


1-12 


Independent Grocers’ Alliance (IGA), 


287, 408, 410 
Industrial Marketing, 95 


Information Resources Inc. (IRI), 95, 


97, 109, 369, 503 

Infoseek, 235 

Infusium, 276 

Innocentive.com, 239 

Innovative Vending Solutions, 402 

Institute for Local Self-Reliance, 55 

Intels 57264. 137, 157, 206, 
398, 410 

International Association of 
Firefighters, 64 

International Brotherhood of 
Electrical Workers, 64 

International Olympic Committee, 
219 

International Organization for 
Standardization (ISO), 45, 46 

Interpublic Group of Cos, 507 

Parks, 7, ils 27, 29, OW, WG; Yd, 
269, 279, 338, 341, 467, 478, 
497, 525 

iPad2, 508 

iPhones, Ve 21529.05:15,32,.9.1, 150, 
255, 266; 288; 303, 319, 368, 
404, 426, 478, 512 

iPods, 11, 27, 36; 37,.136; 279; 3116, 
462, 478 

iRobot, 492 

Tron Man 2, 480 

Irwin, 89 

iTunes, 7, 27, 319, 426 

Ivory Snow, 276 

Ivory soap, 8 


J 


Jack Daniels, 200 

Jack-in-the Box, 331 

JanSport, 315 

Japan Post Holdings, 223 

JCPenney, 5, 216, 287, 431, 437 

J.Crew, 397, 440 

J.D. Power and Associates Customer 
Service Index, 49 

JDAN393 

JetBlue Airways, 245, 322, 352, 
469, 512 

Jiffy Lube, 239 

Jimmy Choo, 39 

Jimmy Dean, 290 

John Deere, 31, 212, 499 

Johnson Controls, 32-33 


Johnson & Johnson, 32, 473, 
494,512 
Jolly Green Giant, 286 


K 


Kantar Group, 111 

Kao Corporation, 20 

Kayak.com, 257 

Kellogg’s, 290, 291, 292, 400, 401, 
410 

Kelloge’s Corn Flakes, 16 

Kenmore, 287 

Kenya Airways, 222 

Kenzo, 404 

Kerbey Lane Café, 76 

Ketchum, 507 

Kettle Chips, 305 

KFC, 200, 202, 216, 229, 245, 246, 
255, 410, 429 

Kimberly-Clark, 40, 148, 212 

Kindle e-book reader, 255, 338 

Kinect Adventures, 379 

Kirloskar Integrated Technologies 
Limited, 222 

Kleenex tissues, 40 

KLM, 222 

The Kluger Agency, 480 

Kmart, 254, 397, 431, 434 

Kodak, 286, 288, 377 

Kohler, 82 

Kool-Aid, 289 

Korean Air, 222 

Kraft Foods; 35,2915 319; 33053315 
491, 494, 542 

Kroger, 180, 429, 430, 431, 433, 549, 
550 

Kyocera, 190 


u 


The Lab, 248 

Lancaster 365 Cellular Elixer, 355 

Lands’ End, 429, 440, 444 

Lay’s, 133 

La-Z-Boy, 5 

Leaf, 274 

Le Creuset, 438 

Leggs, 290 

LEGO, 515 

Lenovo Group Unlimited, 467 

Leon & Lulu, 437 

Levi Strauss; 599,205) 287, 
472, 480 

LexisNexis, 109 


ORGANIZATION INDEX 


Lexus, 44, 156, 246, 333 
Lexus 600h L, 122 

Library of Congress, 8 
LifeLock, 481 

Lifetime, 143 

The Limited, 410, 435 
Linden dollars, 250 

Lindt, 340 

LinkedIn, 240, 242, 244-245, 257 
Linux, 341 

Live Oak, 259 

Living Social, 538 

Liz Claiborne, 438, 507 
L.L. Bean, 16, 397, 406 
Local First, 55 
Lockerz.com, 256 
Logitech, 201, 224 
London Film Festival, 249 
Lonely Planet, 233 
LOreal, 307, 419, 494 
Louis Vuitton, 207, 211, 289 
Lowe’s, 271, 303, 429, 435 
Lululemon Athletica, 355 
Lycos, 235 


M 


Mac Gems Award, 266 

Macintosh computers, 27 

Macworld, 266 

Macy’s, 372, 429, 431, 432 

Mad Men, 480 

Magellan, 235 

Magnavox, 410 

Major League Baseball, 292 

Mall of America, 438 

Marketing Research, 95 

Marketing Research Association, 110 

Mark the Spot app, 91 

Marlboro, 287 

Marquis Jet, 480 

Marriott International, 359 

Mars, 119, 341 

Marshalls, 436 

Mary Kay, 444, 445, 534 

MasterCard, 291 

Mast Industries, 410 

Mattel, 127 

Maytag, 14, 313 

McDonald’s, 10, 16, 62, 70, 71, 104, 
136, 170, 200, 201, 202, 216, 
220522992555 279, 284287" 
289, 308, 327, 331, 340, 410, 
429, 430, 446, 467, 474, 489, 
498, 543 


were. See, | 
-oRGANZATION INDEX — 


McDonnell Douglas, 181 

McGarry Bowen, 506 

Mcltaly burger, 202 

McNeil Consumer Labs, 291, 393 

Mechanical Turk, 68 

Medtronic Inc., 525 

Meijer Inc., 432 

Mental Health Foundation, 203 

Mercedes-Benz, 17, 37, 168, 284, 525 

Mercedes Car Group, 388 

Merck, 335 

Merrill Lynch, 323 

Metacafe.com, 249 

Method cleaning products, 25-26 

MGA Communications, 507 

Michelin, 269 

Microsoft, 57, 76, 90, 136, 202, 210, 
244, 246, 261, 287, 289, 306, 
341, 378, 426, 444, 472, 511 

Miller Brewing Company, 291 

Million Dollar Directory, 193 

Mini Countryman, 464 

Minute Rice, 288 

Miracle Whip, 506 

Mission Minis, 382 

Mistine, 330 

Mitsubishi, 215, 290 

Mitsuoka Motors, 310 

M&M’s, 119, 341 

Mobile Loyalty Solution, 139 

Mobile Marketing Association, 260 

Monopoly, 256, 474, 543 

Monster.com, 530 

Mont Blanc, 6, 123, 153, 272, 289 

Monte Carlo Beach Hotel, 472 

Monterey Bay Aquarium, 216, 407 

Montgomery Ward, 440 

Mother Earth News, 116 

Mothers Against Drunk Driving, 269 

Motorola, 139, 212, 288 

Motrin, 318 

Mountain bikes, 118 

Mountain Dew, 57, 133 

Movies On Demand, 395 

Mozilla, 261 

MP3 technology, 11, 21, 37, 136, 279 

Mrs. Field’s Cookies, 282 

MSNBC, 250, 482 

MTN, 223 

MTV, 19, 200, 472 

Mud Hens, 486, 487 

Multi-Cat formula, 146 

Multiply, 241 

Murray's Cheese, 549, 550 

Muxlim, 240 


My Eco, 320 

Myspace, 240, 242, 243, 244, 252, 
257, 364, 485 

MyWebGrocer, 107 

MyYearBook, 234, 243 


N 


Nabisco Oreos, 331 

Naked Juice, 294 

Nano, 159, 365 

NAPA Auto Parts, 448 

NASCAR, 292, 508 

National Association of Convenience 
Stores, 432 

National Association of Realtors, 64 

National Auto Dealers Association, 64 

National Beer Wholesalers 

Association, 64 

National Grocer’s Association, 380 

National Heart, Lung, and Blood 

Institute, 507 

National Highway Transportation 

Safety Administration, 159 

National Quality Research Center, 

oi 

National Renewable Energy 

Laboratory, 80 

National Technical Information 


Services, 97 
National Wildlife Agency, 507 
Natural Home, 116 
Nature Conservancy, 537 
NBCUniversal, 518 
NCAA, 292 
Neiman Marcus, 431 
NESTEA, 304 
Nestlé, 19, 63 
Netflix, 5, 238, 244, 251, 255, 258, 
378, 426 
New Balance, 297 
New Belgium Brewing, 79, 302 
NewLeads.com, 523 
New Ones dried prunes, 294 
New York Stock Exchange, 81 
NexTag.com, 257 
NEL, 292 
Nielsen Company, 107, 111, 115, 137 
Nielsen Marketing Research, 237 
Nielsen Wire, 370 
Nike, 4, 93, 149, 156, 216, 227, 247, 
284, 316, 392, 467, 509 
NIKEiD, 392 
Nikon, 243, 320 
Nintendo Wii, 310, 341, 342, 426 


Nissan, 497 

Nissan Leaf, 274, 318, 490 
Nissan Quest, 124 

Nivea, 502 

Nokia, 220 

Nordstrom, 430, 438 
Northwest Airlines, 91 
Norwich, 318 

NPR, 250 

NRE Stores, 429 

Nucor, 187 

Numi Tea, 198 

Nuprin, 318 

Nutrisystem, 503 
NutriSystem Silver, 124 
The Nutro Company, 317 


O 


Oakley sunglasses, 6 
Occidental Petroleum, 232 
Odeo, 245 

Odwalla, 304 

The Office, 249 

Office Depot, 395, 435 
OfficeMax, 21, 435, 444 
Off the Wall, 255 


Ogden Publications, 116-117 
Ogilvy Public Relations, 507 


Oil of Olay, 276, 460 
Olay, 226 

Olde Brooklyn brand, 54 
Old Navy, 492 


Old Spice, 127, 276, 460, 498 


Olive Garden, 152, 315 
Olympic Games, 21, 219 
Omaha Steaks, 393, 397 
Omnicom Group, 507 


1 Percent for the Planet, 302 


One World, 221 


Open Allies for Airfare Transparency, 


2B), 
Open Directory Project, 97 
Opera Software, 310 


Operating Engineers Union, 64 


Opti-Free, 304 

Optima, 33 

Oracle, 480 

Orange, 220 

Orbitz, 176, 372 
Organic agency, 258 
Orkut, 240, 242 

Orville Redenbacher, 70 


Oscar Mayer, 288, 291, 295 
Oscar Mayer Lunchables, 331 


I-13 


|-14 


p 


Pampered Chef, 445 

Pampers, 226, 401 

Panasonic, 37 

Panda Security, 259 

Panera Bread, 355, 440 

Panera Cares café, 355 

Pantene, 226, 276, 401 

Paramount, 243 

Patagonia, 507 

Patek Philippe, 270, 405 

Patrice Tanaka and Company, 507 

Paxil, 71 

Payvment, 255 

PBS, 250 

Penske Automotive Group, 388 

Pepsi, 296 

PepsiAmericas, 410 

Pepsi Bottling Group, 410 

PepsiCo, 7904582172, 13351375 
154,24 be 2449253; 2575 295; 
318, 410, 479 

Pepsi-Cola, 57, 133 

Pepsi Refresh Project, 241, 253 

Pepsodent, 463 

Perot Systems, 411 

Pert shampoo, 276 

PETA, 471 

Pet Airways, 165 

PETGO 3555435 

Pet Imaging Centers, 146 

Petroleos de Venezuela, 221 

PetSmart, 180, 330, 435, 438, 442 


Pew Internet & American Life Project, 


101, 319, 464 
Pez candy dispensers, 444 
Pfizer, 72, 76, 494, 543 
Philip Morris, 448, 490 
Photobucket, 247 
Picasa Web Albums, 248 
Pillsbury Dough Boy, 286, 500 
PINK, 124 
Pirelli, 269 
Pizza Hut, 15, 134, 216 
Pizza Patron, 491 
Planters Nuts, 293 
Platinum Guild International 
USA S3 
PlayStation 3, 341 
Pocket Survival Tool, 160 
Polo Ralph Lauren, 284 
Pontiac, 320 
Poppy line, 7, 90 
Pop Secret, 305 


Porsche, 105, 123, 284, 331, 405 
Porsche Cayenne S Hybrid V-1, 304 
Postcard app, 266 

Post-it Notes, 6, 99, 307, 308 
Pottery Barn, 440 

Prada, 25, 306 

PriceGrabber.com, 2, 257 
Priceline.com, 258, 372 
PricewaterhouseCoopers, 251 
Pringles, 226, 258 

PRIZM, 129 

PR Newswire, 97 

PR Newswire, 500 

ProActive Health dog food, 146, 445 


Procter & Gamble, 3, 25, 35-36, 37, 


47, 61, 95, 99, 101, 146, 151, 
184, 226,232,243, 245, 256; 
258, 20892 one Od OO 
308; 312,.314,.330;341,.377, 
380, 401, 404, 406, 440, 460, 
461, 474, 475, 494, 500 

Project One configuration tool, 118 

Project Porchlight, 128 

Property Solutions Management, 67 

Prospect Zone, 129 

Prudential, 530 

PS3, 426 

Publicis Groupe, 507 

Publix, 431 

Puffs, 276 

Purina, 444 

Putting Lot, 85—86 


Q 


QR scanning application, 239 
Quaker Oats, 295 
Qualcomm, 518 

Qualtrics, 106 

Quattron technology, 476 
Questor Corporation, 220 
Quicksilver, 438 

Quiznos, 269 

QVC, 443 


R 


Radio Shack, 289, 410, 415, 435, 462 


Raleigh bicycles, 144 
Ralph Lauren, 482 
Ranger IPA ale, 302 
Ray-Ban, 499 

RAZR V3 phone, 288 
RCA, 216 


Recreational Equipment Inc., 46 


RecycleBank, 128 

Redbox, 426, 445 

Red Bull, 461 

Red Cross, 19 

Red Dog, 291 

Red Lobster, 16 

Red River Commodities Inc., 450 
Reebok, 4, 93, 149, 220, 438, 445 
Regal Entertainment, 468 
REI, 444 

Relay for Life, 76 

Reliance Communications Ltd., 205 
Rembrandt toothpaste, 317 
Rent the Runway, 377 
Rescue Rooter, 273 

Research in Motion, 306 
Reward Zone program, 15 
Rice-A-Roni, 295 

Rider's Edge, 336 
Ritz-Carlton, 16, 33, 46, 270 
Ritz crackers, 295 

Roaming Gnome, 176 
Robert Bosch GmbH, 274 
RogueSheep, 266 

Rolaids, 473 

Rolex, 30, 61, 233, 270, 405 
Rolling Stone, 302 
Rolls-Royce, 352, 406 

Royal Dutch Shell, 223 

RPS Air, 418 

Rubbermaid, 14, 444 


S 


Saab, 284 

Safeguard, 276 

Safeway, 407, 431, 433 
Sainsbury’s, 407 

Salesforce.com, 77, 138, 518, 528 
Sales & Marketing Management, 95 
Samoas, 75 

Sam’s Club, 380, 431, 434 
Samsung, 27, 216, 256, 308 
Samsung Galaxy Tab, 11 

Sanyo, 215 

Sara Lee, 212, 290 

SAS, 108, 440 

Saturn, 320 

Save Water America program, 82 
Schering-Plough, 505 

Schibsted, 493 

Schlesinger Associates, 102 
SchonBrunn Zoo, 256 

SCiNet World Trade System, 219 
Scotch Tape, 283 


Scott toilet paper, 148 
Sears, 287, 315, 330, 409, 415, 429, 
43] 


Season's 52, 9 

Seattle City Light, 128 

Second Life, 250-251, 256 

Secret deodorant, 126, 276 

Service Corporation International 
(SGI7125 

Service Magic, 324 

ServiceMaster, 273, 446 

Servpro, 446 

7-Eleven, 271, 431, 446 

7UP, 283, 318 

Seven for All Mankind, 6 

Seventh Generation, 25 

77kids stores, 416 

Sex and the City, 39 

Shape magazine, 77 

Sharp, 476 

ShaveMyHead app, 2 

Shell Oil, 355, 507 

Sherwin-Williams Company, 67 

Shopzilla.com, 257 

Shutterfly, 248 

Sigg USA, 30 

Sign- THEN-Drive, 18 

Sim City, 250 

Sinopec, 223 

Sinutab, 473 

Sioux City brand, 54 

Sirius, 307 

Site) oa 

SitStay.com, 444 

Six Degrees, 252 

Six Flags, 234 

Skyrock, 242 

Sky Team Alliance, 222 

SkyWest Airlines, 177 

Sky Zone, 314 

Small Business Administration, 205 

Smart Cars, 307, 388 

Smart Fortwo, 285 

Smart Money magazine, 381 

Smith & Wesson, 291 

SmugMug, 247 

Snickers, 341 

SnoGlobe, 266 

Snuggie, 8, 442 

Snuggle Bear, 286, 500 

The Social Network, 481 

Social Technographics Profile, 252-253 

Soft & Dri, 126 

So In Style, 127 


Sony, 20) 37pe ee lb 227927 8,200, 
315; 340354 

Sony BMG, 479 

Sony PS3, 426 

Sony Style stores, 153 

Southland Ice, 432 

Southwest Airlines, 21, 43, 59, 351, 
352, 469 

Spalding, 220 

Spanx, 307 

Special Olympics, 76, 508 

Spiegel, 440 

Spike TV, 143 

Splenda, 279 

Sportron International Inc., 527 

Sports Illustrated, 238 

Spray ‘n Wash, 288 

Sprint, 372 

Sprite, 296 

Spyder, 105 

SQL server computers, 398 

SRI Consulting Business 
Intelligence, 130 

SSI, 185 

St. Joseph's, 318 

Standard & Poor's Register, 193 

Staples, 180, 429, 435 

Starbucks, 7% 115 45, 72) 158, 200; 
ZO, PO; LAK, 25D LI LID 
295, 313, 340, 355, 430, 440, 
472, 488, 509 

StartSampling.com, 541 

State Farm Insurance, 70, 401 

State Grid, 223 

Statistical Abstract of the United States, 
2D 

Statue of David, 440 

Steak ’n Shake, 369 

Stein Mart, 436 

Stonyfield Farms, 96 

Strategis, 97 

Student Loan Network, 250 

Subway, 3, 7, 136, 219, 220, 326, 
446, 447, 480 

Sub-Zero, 8, 306, 355 

Subzero refrigerators, 381 

Sum Total, 535 

Sunglass Hut, 430 

SunnyRidge Farm, 305 

Sunshine Wheat, 302 

Sunsweet Growers, 294 

Suntech Power Holdings, 216 

Super Bowl, 257, 465, 471, 479, 
488, 497 


Supercuts, 220, 446 

Super Kmart Centers, 433 

Supermarkets, 180 

Super arget, 431, 433 

Supertool, 15 

SuperValu, 380 

Sure deodorant, 276 

SurveyMonkey.com, 99 

Survey of Buying Power, 95 

Sustainable Food Center, 76 

Sustainable Harvest, 507 

Suzuki, 215 

Swatch Group, 273 

Swedish Alcohol Retail Monopoly, 
210 

Symantec, 518 

SymphonyIRI Group, 111 

Sysco, 447 

Systembolaget, 210 


T 


Taco Bell} 3517371; 2295314 ly4sz 

‘Tagalongs, 75 

Tag Heuer, 272 

“Tag Your Green” videos, 249 

Take Charge of Education program, 76 

Tandy Corporation, 289 

Taobao, 256 

Target, 25, 76, 180, 244, 269, 272, 
317, 370, 398, 429, 431, 432, 
433, 442 

Tarom Romanian Air Transport, 222 

Tasti D-Lite LLC, 316 

Tata Motors, 159, 223, 365, 366 

Tata Teleservices, 205 

TechCrunch, 478 

Technographics profile, 252-253 

Teen Vogue, 517 

Telco Companies, 507 

Telemundo, 170 

Telescope, 235 

Tempur-Pedic, 312 

TerrAlign, 548 

Tesco, 30 

‘Texaco, 208 

Texas Instruments, 208 

Texas Motor Speedway, 508 

Thailand Association for the 
Blind, 330 

ThinkEguity, 240 

Thin Mints, 75 

Threadless, 88, 89, 257, 479 

3M, 6, 190, 308 


1-16 


Tide, 1515-2263 275927682770 7075 
401, 460 

Timberland, 132 

Time magazine, 470, 501 

Time Warner, 494 

TiVo, 95, 480, 488 

T.J. Maxx, 435, 436 

T-Mobile, 387 

Toledo Mud Hens, 486, 487 

Toluna, 94 

Tom Davies Eyewear, 15 

Topmost, 287 

Toro, 473 

Toshiba, 19, 149, 215 

Tostitos, 133 

Tour de Fat, 302 


Toyotas 9 28,59./ 75.1595 223) 246; 


251, 256, 286, 406, 506, 507 

Toyota Prius, 285, 305, 370 

Toyo Tires, 544 

Toys “R” Us, 64, 437, 438 

Trader Joe’s, 54, 90, 407 

Trade Show News Network, 97 

Trans-Alaska Pipeline, 418 

Trans America, 329 

Travel Channel, 543 

Travelocity, 176, 329 

Tree Hugger, 478 

Trek Bicycle, 118 

Trevi Fountain, 440 

Trident Splash gum, 278 

Triple Crown, 517 

Tropicana, 154, 155, 295 

TruGreen, 6 

Truvia, 30, 304 

T-shirts, 88, 156, 257, 307 

Tupperware, 444, 445 

Turkish Airlines, 182 

Tweets, 246 

Twelpforce, 14 

24 Hour Fitness, 480 

Twitter, 14, 21, 144, 160, 234, 236, 
240, 242, 245-246, 255, 256, 
2574258, 2605, 20695025516; 
330, 390, 460, 467, 488, 520, 
528 

Tylenol; 6, 19, 291; 3183393; 


473, 490 
U 


Unilever, 63, 76, 249, 307, 474, 480 
Union Pacific Railroad, 417 
United Airlines, 351, 463 


United Negro College Fund, 19 

Universal Corporation, 449 

UPS, 328, 413, 418, 451 

U.S. Army, 507 

U.S. Bureau of the Census, 69, 70, 
126, 128, 169, 179, 194, 
475, 493 

U.S. Bureau of Transportation 
Statistics, 418 

U.S. Department of Agriculture, 
482 


U.S. Department of Commerce, 112, 


DOVES 9) 

U.S. Department of Justice, 183, 
260, 357 

U.S. Department of Labor, 126 

U.S. Department of 
‘Transportation, 357 

U.S. Government Printing 
Office, 181 

U.S. Hotel Chain Survey, 270 

U.S. Patent and Trademark Office, 
284, 289 

U.S. Postal Service, 418, 451 

uSamp, 98 

USA Today, 21, 388, 482 

Utne Reader, 116 


V 


V8, 283 

VALS Program, 130, 131, 160, 
1G i162) 

Vanguard Cleaning Systems, 446 

Vanilla Coke, 134 

Vanish cleaner, 288 

Vans, 4, 516-517 

Varta, 33 

Vaseline, 249 

Verizon, 31, 32, 69, 368, 379, 444, 
490, 494 

Veterinary Pet Insurance Co., 146 

VF Corporation, 212 

Viacom Inc., 261, 262 

Victorias Secret, 124, 435 

Victors & Spoils, 265, 497 

Vidal Sassoon, 276 

Video. Yahoo.com, 249 

Vietnam Airlines, 222 

Viewpoints Network, 330 

Viking ranges, 381 

Virgin Airlines, 350, 383 

Wiiker. 5 1, 243), 29 

Vista, 306 


ORGANIZATION INDEX 


VKONTAKTE, 240 
Vodafone, 220 
Volkswagen, 18, 19, 479 
Volvo, 19, 60, 202, 319 
Volvo 360 sedan, 288 
Volvo XC60, 280 

Voss, 269 


W 


Waitrose, 407 

Walgreens, 429, 439, 442 

The Wall Street Journal, 21, 95, 112, 
512 

Walmart, 7, 14, 20, 30, 41, 62, 64, 
66,70; 72; [337 4 78-98: 
159 SISOMISSe20Se22 55275 
237 9247-255; 26992725284, 
2872317, 341539), 20000; 
397, 406, 407, 429, 431, 432, 
433, 434, 436, 437, 440, 448, 
457 

Walmart Neighborhood 
Market, 439 

Walmart Supercenters, 431, 
433, 439 

Walt Disney Company, 3, 76, 126, 
244, 278, 289, 292, 494 

Warner Brothers, 278, 282, 289 

Washburn Guitars, 364 

Waterman, 6 

WaterSense Partner, 82 

We Are Athens, 55 

WebCrawler, 235 

Webshots, 247 

Weezer Snuggie, 8 

Weight Watchers, 293 

The Weinstein Company, 269 

Welch’s, 6 

Wellbutrin, 71 

Wendy's, 184, 536, 537 

Westat Inc., 111 

Western Union, 282 

Westinghouse Electric, 453 

Westin Hotels, 153 

westseattleblog.com, 503 

Weyerhaeuser, 206 

Whirlpool, 381 

Whitehall-Robins, 393 

White House, 248 

White Rock, 54 

Whole Foods Market, 55, 70, 75, 
90, 355, 407 

Wieden + Kennedy, 498 


Wikipedia, 246-247 

Windows operating system, 210 
Windows 7, 306, 378, 444 
Windows XP, 306 

Wired, 302 

Wisk detergent, 288 

Wong Fu Productions, 249 
WorldPantry.com, 198 

World of Warcraft, 250 

World Wildlife Foundation, 74 
World Wildlife Fund, 216 
WPP, 507 

Wrangler, 59 

Wrigley, 291, 397, 398 
Wrigley’s Extra, 71, 480 

W.W. Grainger, 399 


X 


Xbox 360, 341, 379, 426 
Xerox, 283, 359 
XM Satellite Radio, 307 


x 


Yahoo!, 67, 90, 184, 235, 247, 260 
Yahoo! Video Search, 97 

Yammer, 243 

Yankee Candle, 440 

Yaris sedan, 39 

YAZ, 246 

YazTalk.com, 246 


Yoplait, 219 

Yoshinoya, 43 

YouTube, 8, 27, 35, 68, 184, 242, 
249, 261, 262, 460, 472 

Yowza, 21 

Yum! Brands, 216 


Z 


Zappos, 243, 316 
Zeppelin Air, 68 
Zest, 276 

Ziploc, 480 
ZoomSystems, 445 
Zune, 36, 136 
Zynga, 472 


SUBJECT INDEX 


A 


Abusive consumers, 171 
Accessibility, e-marketing and, 239 
Accessory equipment, 273-274 
Accounting records, 95 
Achievers, 161 
Across Asia on the Cheap (Wheeler), 
236 
Action, AIDA model and, 502 
Actual full cost, 360 
Actual performance, 49 
Addressability, e-marketing and, 
237-238 
Administered VMS, 410 
Adopter categories, 283 
Adoption process, for products, 
281-283, 467-468 
Advertising, 488-506. See also 
Promotion 
deceptive, 74, 481 
defined, 470-471, 489 
for Hispanics, 475 
in schools, 505 
social media and, 460, 462 
Advertising appropriation, 493-495 
Advertising campaign, 491-506 
Advertising message, 500-502 
Advertising platform, 493 
Advocacy advertising, 489-490 
Aesthetic modifications, 306 
Affective component, attitudes, 158 
Africa, Coca-Cola and, 199 
African Americans, 70, 127, 169 
Age, demographic variables and, 
125-126 
Agents, 451-453 
AIDA model, 502 
Aided recall test, 505 
Airlines, 165, 353, 356, 357, 418 
Alliances, marketing channel, 
400-401. See also Regional 
trade alliances and agreements; 
Strategic alliances 
Allowances, 358, 359-360 
Altering packages, 295 
Alternative energy, 77, 216 


Alternatives, evaluation of, 149 

American Customer Satisfaction 
Index, 61 

American Medical Student 
Association, 63 

Anthropology, cultural, 157 

Anticompetitive behavior, 206 

Anti-Cyber Squatting Consumer 
Protection Act, 260 

Antitrust Improvement Act (1976), 65 

Approach, 522 

Apps, 2-3, 7,239, 242,266, 370 

Arbitrary approach, 495 

Artificial intelligence, 110 

Artwork, 502 

Asian Americans, 70, 170 

Asia-Pacific Economic Cooperation 
(APEC), 215-216 

Assemblers, 449 

Atmospherics, 439-440 

Attitudes, 157-159 

Attitude scale, 159 

Attitude toward object model, 
158-159 

Audience, receivers and, 463 

Auditing social networks, 251 

Automated telephone surveys, 100 

Automatic vending, 445 

Availability, product, 403-404 

Average fixed cost, 346 

Average total cost, 346 

Average variable cost, 346 

Avoidance, of competition, 
318-319 

Awareness, 282—283, 467, 502 


B 


Baby boom, 69 

Bait and switch, 378 

Bait pricing, 377-378 

Balance of trade, 206 

Barter, 339. See also Price 

Base-point pricing, 360 

Bases, for product positioning, 
318-319 

Basis, for pricing, 370-373 


Beer sales, 137 
Behavioral component, attitudes, 158 
Behavioral intentions model, 
158-159 
Behavioristic variables, 130—132 
Believers, 161 
Benchmarking, 46 
Benefit segmentation, 131-132 
Better Business Bureau, 67 
Bid system, 181 
Biofuels, 78 
Birdyback, 419 
Black Friday, 429 
Blogs, 238, 241, 246-247 
Body copy, 501-502 
Bonded storage, 416 
Border controls, 213 
Born globals, 201 
Bottle water, 294 
Brand, 283, 287-290 
Brand competitors, 58 
Brand counterfeiting, 289-290 
Brand equity, 285-286, 302 
Brand extensions, 291 
Branding, 283-292 
Brand insistence, 286 
Brand licensing, 292 
Brand loyalty, 285-286 
Brand manager, 331 
Brand mark, 284 
Brand names, 283, 288-290 
Brand preference, 286 
Brand recognition, 286 
Breakdown approach, 134 
Break-even point, 349-350 
Brewing industry, 302 
Bribes, 207 
Brick-and-clicks model, 254 
Brick-and-mortar stores, 237, 251, 
254, 428, 429 
Brokers, 451-453 
Buildup approach, 134-135 
Bundle pricing, 379 
Business 
analysis stage, 309-310 
marketing and, 19 
spots for starting, 205 


© Russell Kord/Alamy 


Business (organizational) buying 
behavior, 188 

Business buying decision process, 
188-192 

Business buying methods, 185 

Business customers, 182—185 

Business cycle, 61-62, 203 

Business markets, 120, 132-133, 
178-182, 358-360 

Business processing outsourcing, 411 

Business products, 186-188, 271, 
273-275, 398-400, 476 

Business purchases, 186 

Business services, 184-185, 275 

Business-to-business (B2B) 
markets, 120, 178 

Business-to-consumer (B2C) 
markets, 120 

Business-unit strategies, 35-38 

Buy-back allowance, 544 

Buyers, 8-9, 15, 18, 153. See also 


Business buying decision process; 


Consumer buying decision 
process 

Buying behavior, 147. See also 
Consumer buying behavior 

Buying center, 188-189 

Buying clubs, 434 

Buying power, 60-61 

Buy local trend, 55, 158 

Buzz marketing, 479 
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Camera industry, 356 

Captioned photograph, 509 

Captive pricing, 376, 377 

Carbonated beverages, 281 

Carbon footprint, 26, 81, 159 

Carbon footprint calculator, 407 

Career opportunities, 22 

Cash-and-carry wholesalers, 451 

Cash cows, growth-share matrix, 37 

Cash discount, 358, 359 

Cash flow, 280, 368, 369 

Catalog marketing, 441 

Category-consistent packaging, 295 

Category killers, 435 

Category management, 440-441 

Cause-related marketing, 76 

Celler-Kefauver Act (1950), 65 

Censorship, 205 

Central American Dominican 
Republic Free Trade Agreement 
(CAFTA-DR), 213 


Centralized organization, 47 
Cents-off offer, 540 
Channel. See Marketing channels 
Channel capacity, 465 
Channels of distribution. See 
Marketing channels 
Cheapest automobiles, 365 
Children 
demographic variables and, 126 
family purchases and, 162-164 
fast-food industry and, 136 
juices for, 294 
as minorities, 169 
Children’s Online Privacy and 
Protection Act, 65, 260 
Choosing transportation 
modes, 419 
CIBERs (Centers for International 
Business Education and 
Research), 200 
Cigarette labeling, 201 
Citizens United v. Federal Election 
Commission, 63 
City size, 128-129 
Classes, social, 165-168 
Classified ads, online, 493 
Clayton Act (1914), 65, 357 
Clearance, 92, 93 
Client-based relationships, 324, 326 
Climate, segmentation variables 
and, 129 
Closing, 523-524 
Closure, 154 
Co-branding, 291-292, 430 
Codes of conduct (ethics), 
80-81, 208 
Coding process, 463—465 
Cognitive component, attitudes, 158 
Cognitive dissonance, 150 
Collecting data, 94-105 
Collectors, 252, 253 
Colors, on packages, 293 
Commercialization phase, 312-314 
Commission merchants, 452—453 
Common Market, 213 
Communication, 68, 202, 462—465, 
471. See also Integrated 


marketing communications; 


Word-of-mouth communications 


Communications channel, 464 
Community shopping centers, 437 
Company sales potential, 134 
Comparative advertising, 490-49 1 
Comparison discounting, 383 
Compensating salespeople, 532-534 


Competition. See also Competitive 
forces; Price competition 
avoidance of, 318-319 
as basis for pricing, 370 
defined, 58, 209 
head-to-head, 318 
marketing channel selection and, 
402-403 
nonprice, 341 
Competition-based pricing, 372-373 
Competition-matching approach, 
494-495 
Competitive advantage, 30, 41 
Competitive advertising, 490 
Competitive assessment, 135 
Competitive countries, 210 
Competitive forces 
in international markets, 
209-211 
in marketing channels, 405-406 
in marketing environment, 57-59 
Competitors’ prices, 351, 355-357, 
370 
Component parts, 274 
Computerized order processing, 413 
Concentrated targeting strategy, 121, 
122-123 
Concept testing, 308-309 
Conclusive research, 93 
Congestion pricing, 374 
Connectivity, e-marketing and, 240 
Consideration set, 149 
Consistency, 40, 315 
Consolidated metropolitan statistical 
areas (CMSAs), 128-129 
Consumer 
bill of rights, 79-80 
games, 474, 542-543 
low-income, 268 
older, 69 
prestige-sensitive, 355 
price-conscious, 355 
value-conscious, 355 
Consumer awareness, marketing 
knowledge and, 20 
Consumer buying behavior, 146-176 
Consumer buying decision process, 
147-170 
Consumer contests, 542 
Consumer demand. See Demand 
Consumer games, 474, 542-543 
Consumer-generated marketing, 
241-251. See also Digital media 
Consumer Goods Pricing 


Act (1975), 65 
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Consumerism, 79—80 
Consumer jury, 503—504 
Consumer markets, 119—120, 
1I25=12 
Consumer misbehavior, 170-171 
Consumer products, 271-273, 
397-398, 476 
Consumer Product Safety Act (1972), 
65, 66 
Consumer Product Safety 
Commission (CPSC), 66 
Consumer protection legislation, 
65—66 
Consumer sales promotion methods, 
538-543 
Consumer socialization, 162 
Containerization, 414 
Continuous improvement process, 
45-46 
Continuous media schedules, 498 
Contract manufacturing, P20= 2) 
Contractual VMS, 410 
Control, e-marketing and, 240-241 
Controlling marketing activities, 
48-50 
Controlling the Assault of Non- 
Solicited Pornography and 
Marketing Act (CAN-SPAM), 
260 
Control process, marketing, 18, 47—49 
Convenience products, 270, 403-404 
Convenience stores, 403, 405, 426, 
430, 431, 432 
Cooperative advertising, 545 
Coordinating transportation, 419-420 
Copy, advertising and, 501-502 
Copying illegally, 171 
Copyright infringement, 73, 171 
Copyright protection legislation, 66 
Core competencies, 30 
Core product, 269, 270 
Core service, 325 
Corn industry, 290 
Corporate identity, 32 
Corporate strategy, 34-35 
Corporate VMS, 410 
Corporations. See Multinational 
corporations 
Corrective actions, 49—50 
Corrupt countries, 209 
Costs 
actual full, 360 
of advertising, 495, 496, 497 
average fixed, 346 
average total, 346 


average variable, 346 
as basis for pricing, 370 
break-even analysis of, 349-350 
demand/cost/profit relationships, 
345-350 
fixed, 345, 346 
marginal, 346, 347-348 
marginal analysis of, 345-349 
market-based, 360 
physical distribution and, 412 
pricing decisions and, 351—352 
of promotion, 477, 482 
relationships, 346 
standard full, 360 
total, 346 
variable, 346 
Cost-based pricing, 371-372 
Cost comparison indicator, 498 
Cost estimates, 135—136 
Cost per thousand impressions 
(CPM), 498 
Cost plus investment, 360 
Cost-plus pricing, 371 
Council of Better Business Bureaus, 
67 
Counterfeits, 208, 289-290 
County governments, 181 
Coupons, 279, 473, 538-540 
Creators, 252, 253 
Credit, 60 
Critics 252 
Crowdsourcing, 101, 257-258 
Cultural anthropology, 157 
Cultural branding, 284-285 
Cultural differences, international 
markets and, 202—203 
Cultural relativism, 208 
Culture, 168-170, 224, 284-285 
Cumulative discounts, 358, 359 
Currency valuation, 203-204 
Current-customer sales, 525 
Customary pricing, 381 
Customers. See also Business customers 
characteristics, marketing channel 
selection and, 402 
defined, 3 
external, 44 
global, 210-211 
internal, 44 
interpretation/response, pricing 
decisions and, 351, 353-355 
loyal, 468 
organizing by, 48 
Customer advisory boards, 102, 103 
Customer contact, 324-325, 326 
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Customer forecasting survey, 137 


Customer lifetime value 
(CLV), 15, 44 

Customer relationship management 
(CRM), 14-15, 43-44, 91, 
109, 394 

Customer services, 14, 316-317, 321. 
See also Services 

Customer size, 132—133 

Cybercriminals, 261 

Cycle analysis, 139 

Cycle time, 412 
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Databases, 109 
Data collection, 94-105 
Deal, refusal to, 421 
Deal-a-day websites, 382 
Dealer brands, 287 
Dealer listings, 545 
Decentralized organization, 47 
Deceptive advertising, 74, 481 
Deceptive pricing, 357 
Deciders, buying center and, 188 
Decline stage, of product life cycle, 
277, 280-281 
Decoding process, 465 
Defense-related contracts, 181 
Deletion, product, 319-321 
Delphi technique, 138 
Demand 
analysis of, 342—345 
as basis for pricing, 370 
for business products, 186-188 
cost/profit/demand relationships, 
345-350 
derived, 186 
fluctuations, 187-188, 344 
industrial, 186-188 
inelastic, 186-187, 345 
joint, 187 
peakno27, 
price elasticity of, 344-345 
primary, 467 
selective, 467 
stimulation, promotional objectives 
and, 467-468 
Demand-based pricing, 327, 372 
Demand curve, 342-343 
Demographic changes, 69-71 
Demographic variables, 
125-128 
Department stores, 430-431 
Depression, 62 
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Depth of product mix, 276-277 
Derived demand, 186 
Description, business buying 
method, 185 
Descriptive research, 93 
Design, product, 315-316 
Desire, AIDA model and, 502 
Desk jobbers, 451 
Dichotomous questions, 104 
Differential pricing, 373-376 
Differentiated targeting strategy, 
Dil, WS 
Differentiation, product, 314-317 
Digital advertising, 497, 498, 504 
Digital marketing, 254-262 
accessibility and, 239 
addressability and, 237-238 
connectivity and, 240 
control and, 240-241 
defined, 236 
growth of, 236 
interactivity and, 238-239 
media plans and, 497-498 
Digital media, 235-262 
Digital Millennium Copyright Act 
(1998), 66, 260 
Digital products, 27, 338 
Digital targeting, 132 
Direct mail, media class, 499 
Direct marketing, 397, 441-444 
Direct ownership, 222—223 
Direct-response marketing, 441-442 
Direct-sales model, 395 
Direct selling, 441, 444-445 
Discounting, price, 358-360, 
375-376, 383 
Discount retailing, 431, 432, 434 
Discretionary income, 60, 62 
Discrimination, price, 357 
Discussion forums, 258 
Disposable cup, 70 
Disposable income, 60 
Distribution. See also Physical 
distribution 
decisions, 389-391 
digital marketing and, 255-256 
dual, 400-401, 420-421 
ethical issues category, 76 
exclusive, 405 
intensive, 403—404 
international marketing mix issues 
and, 228 
selective, 404 
of services, 328-329 
Distribution centers, 416 


Distribution channels. See Marketing 
channels 

Distribution variable, 7 

Distributors, 449 

Divesting approach, 281 

Dodd-Frank Wall Street Reform and 
Consumer Protection Act, 66 

Dogs, 37, 135, 234 

Do Not Call Implementation Act 
(2003), 66 

Do Not Call lists, 66, 101, 260, 442, 
443 

“Do not track” bill, 260, 261 

Door-to-doox interviews, 102, 112 

Door-to-door selling, 444 

Downstream, in supply chain, 391, 
392 

Drop shippers, 451 

Drugstores, food and, 439 

Dry cleaners, 322 

Dual distribution, 400-401, 420-421 

Dumping, 217 

Durable products, 315 

DVD rental services, 378, 426, 445 

Dynamics, of technology, 68 
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Early adopters, 283 
Early majority, 283 
Earthquakes, 19, 76, 78, 261 
eBay’s Green Team, 160 
Economic downturn (2008—2009) 
brewing industry and, 302 
business cycle and, 62, 203 
credit and, 60 
Customer Assurance Program and, 
238 
digital media marketing and, 259 
EU and, 214 
marketing research and, 90 
minorities buying power and, 169 
steel products and, 187 
Economic forces 
fastest growing economies, 220 
in international markets, 
203-205 
in marketing environment, 60—62 
Economic instability, 203 
Economic responsibilities, 72 
Edelman Trust Barometer, 74 
Effectiveness, 17 
Efficiency, 17 
80/20 rule, 44 
Elastic demand, 344—345 


Electric vehicles, 21, 67, 79, 105, 118, 


Dabs SiO, Ses 
Electronic Communications Privacy 
Act, 260 
Electronic data interchange (EDI), 
413 
Electronic order processing, 413 
Electronic word of mouth, 239, 
478-479. See also Word-of- 
mouth communications 
E-marketing (electronic marketing) 
accessibility and, 239 
addressability and, 237-238 
benefits of, 235-237 
changing consumer behavior and, 
251=257 
characteristics of, 237-241 
connectivity and, 240 


consumer-generated marketing and, 


2AI=25 1 
control and, 240-241 
CRM and, 15 
defined, 236 
distribution considerations and, 
255-256 
ethical/legal issues, 259-262 
growth of, 235-237 
interactivity and, 238-239 
pricing considerations and, 257 
product considerations and, 
254-255) 
promotion considerations and, 
2562257 
strategy, 254 
Embargo, 206 
Empowerment, 46 
Encoding, 463 
Enduring involvement, 150 
Enterprise 2.0, 241 
Environment, marketing, 9-10 
Environmental analysis, 42, 56 
Environmental forces 
approaches to, 57 
business buying decisions and, 191 
competitive forces, 57-59 
economic forces, 60—62 
in international markets, 201—211 
legal forces, 64-67 
marketing channel selection 
and, 403 
political forces, 63-64 
regulatory forces, 64—67 
sociocultural forces, 69-71 
technological forces, 67—69 
Environmental scanning, 56 
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Equipment-based services, 324, 
328—329 
Establishing prices. See Price setting 
Esteem needs, 156 
Ethanol, 78 
Ethical issues 
defined, 75 
e-marketing and, 259-262 
outlet store product lines and, 409 
product, 76 
promotion of harmful products 
and, 482 
socially responsible marketing and, 
21—22 
social networks and, 259-262 
supplier gifts, 188 
Ethics. See also Social responsibility 
codes of conduct, 80-81, 208 
consumer misbehavior and, 
170-171 
defined, 74 
international markets and, 
207-209 
misconduct and, 81 
professional pricing and, 382 
social responsibility v., 74-76, 80 
strategic planning and, 80-82 
Ethnicity, segmentation variables 
and, 127 
European Commission, 210, 357 
European Community, 213 
European Union (EU), 213-214, 260 
European Union Directive, 260 
Evaluation 
of alternatives, 149 
of potential business products, 190 
product adoption process and, 
282-283 
Evaluative criteria, 149 
Even-odd pricing, 380-381 
Everyday low prices (EDLP), 380 
Evoked set, 149 
Exchange, 8-9 
Exchange controls, 206 
Exchange efficiencies, marketing 
channels and, 396-397 
Exclusive dealing, 421 
Exclusive distribution, 405 
Executive judgment, 137 
Executive summary, 42 
Experiencers, 161 
Experiential benefits, of products, 
2/0271 
Experimental research, 93-94 
Expert forecasting survey, 138 
Exploratory research, 92-93 


Export departments, global 
organizational structures and, 
2A D5 

Exporters, 449 

Exporting, 218-219 

Extended decision making, 151 

Extensions, brand, 291 

External customers, 44 

External marketing, 45 

External reference price, 354 

External search, 148 

External sources, of secondary 


data, 95 


F 


Face-to-face selling, 444 

Factor merchants, 452 

Factory outlet malls, 438-439 

Fair Packaging and Labeling Act 
(1966), 65 

Family branding, 290 

Family influences, 162-164. See 
also Consumer buying decision 
process 

Family life cycles, 127-128 

Family packaging, 293 

Family values, 71 

Fast-food industry, 3, 10, 17, 43, 62, 
Tl WA, WHG, WS, DG, 3HOs. 
316, 331, 379, 440 

Feature article, 509 

Features, product, 315-316 

Federal Housing Administration, 62 

Federal laws, marketing and, 65—66 

Federal spending, 181 

Federal Trade Commission (FTC), 64, 
73, S05 UD) 

Federal Trade Commission Act 
(1914), 65, 357, 420 

Federal Trademark Dilution Act 
(1995)766 

Feedback, 258, 465 

Field order takers, 526 

Field public warehouses, 416 

Final price, 383 

Fishbein model, 158-159 

Fishyback, 419 

Fixed costs, 345, 346 

Flexibility, marketing mix and, 40 

Flighting media schedules, 498-499 

Fluctuating demand, 187-188, 344 

Fluorescent lighting, 281 

F.O.B. destination price, 360 

F.O.B. factory price, 360 

Focus-group interviews, 102, 103 
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Following up, 524 

Food and Drug Administration 
(FDA), 66 

Forecasting sales, 137-140 

Foreign Corrupt Practices Act, 
(2207 

Form utility, 395 

Fortune 500 companies, 77, 244, 247, 
248, 308 

Forums, 258 

Four-cell SWOT matrix, 31-32 

Framing alternatives, 149 

Franchises, 446 

Franchising, 219, 220, 445-447 

Fraud, 73, 171, 261 

Free merchandise, 545 

Freemium pricing, 352 

Free samples, 98, 279, 541 

Free shipping, 338 

Freight absorption pricing, 360 

Freight forwarders, 419 

Frequency, target audience and, 495 

Frequent-user incentives, 541 

Full-line forcing, 421 

Full-service wholesalers, 449-450 

Functional discounts, 358-359 

Functional middlemen, 451 

Functional modifications, 306 

Punctions, organizing by, 47 
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Gatekeepers, buying center and, 188 

Gender, demographic variables and, 
126-1977 

General Agreement on Tariffs and 
Trade (GATT), 217 

General-merchandise retailers, 
430-434 

General merchandise wholesalers, 450 

Generation Z, 256 

Generic brands, 287—288 

Generic competitors, 58 

Genetically modified foods, 68, 278, 
296, 297 

Geodemographic segmentations, 129 

Geographic pricing, 360 

Geographic segmentation, 132 

Geographic variables, 128-129, 132 

Geothermal energy, 78, 81 

Gifts, 188, 207, 545 

Global customer, 210-211 

Global economy, marketing and, 
18—22 

Global franchise network, 219 

Globalization, 222-223, 227-229 
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Global markets. See International 
marketing; International markets 
Global matrix structure, 226 
Global organizational structures, 
223-226 
Goods, 6, 269 
Government markets, 180-181 
Government publications, 95, 97 
Gradual product introductions, 314 
Graffiti, sidewalk, 472 
Green automobile brands, 285 
Greenhouse gas emissions, 70, 79 
Green luxury cars, 105 
Green marketing 
congestion pricing and, 374 
defined, 21, 77 
eBay’s Green Team and, 160 
General Electric and, 249 
green behavior at community level, 
128 
IBM and, 191 
marketing objectives, 33 
mission statements, 33 
product pricing and, 341 
reusable bags and, 320 
sidewalk graffiti and, 472 
Starbucks and, 72 
sustainability and, 77-79 
tilapia and, 216 
Greenwashing, 511 
Gross domestic product (GDP), 
XVOD, Bl 
Group plan, 444-445 
Growing economies, 220 
Growth-share matrix, 37—38 
Growth stage, of product life cycle, 
277, 278-279 
Guerilla marketing, 472 
Guitar industry, 364 
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Haiti, 207, 261 
Handling-improved packaging, 296 
Harmful products, 40 
Harvesting approach, 281 
Headline, print ad component, 501 
Head-to-head positioning, 318 
Hedging words, advertising message 
and, 500 
Hedonic motivations, 155 
Heterogeneity, 323-324, 326 
Heterogeneous markets, 122 
Hierarchy, of needs, 155-156 
High-contact services, 324 
High-involvement purchases, 150 


Hispanics, 70, 71, 169-170, 475 

Home sales, competitive-based pricing 
and, 372-373 

Home shopping, television, 443 

Homesourcing, 322 

Homogeneous markets, 122 

Horizontal channel integration, 
410-411 

Hybrid automobiles, 12, 21, 38, 77, 
122, 304, 305, 310, 370 

Hydropower, 78-79 

Hyperlocal news sites, 503 

Hypermarkets, 431, 433-434 

Hypothesis, 92 


Idea generation, 307-308 

Ideal clusters, 318 

Ideas, 6, 269, 282 

Identity, corporate, 32 

Identity theft, 80, 110, 171, 173, 259, 
444, 481 

Illegal misbehavior, 170-171, 262 

Illustrations, 502 

Image, retail store, 439-440 

Immediate drop, 320 

Importers, 449 

Importing, 218-219 

Import tariff, 206 

Impulse buying, 152 

Inactives, 253 

Incandescent lighting, 281 

Income, 60—62 

Individual branding, 290 

Individual factors, business buying 
decisions and, 192 

Industrial classification systems, 
192-194 

Industrial demand, 186-188 

Industrial distributors, 399 

Industrial markets, 120 

Industrial Revolution, 12 

Inelastic demand, 186-187, 345 

Influencers, buying center and, 188 

Information flows, integrated 
marketing communications and, 
466 

Information inputs, 153 

Information/news sources, 464 

Information search, 148-149 

Information technology, 15, 108, 109, 
1169235927559326; 3918429 

In-home (door-to-door) interviews, 
OAs 1 

Innovative packaging, 294, 295-296 


Innovators, 161, 283 
Inquiries, advertising effectiveness 
and, 503-504 
Inseparability, 322-323, 326 
Inside order takers, 526 
Insistence, brand, 286 
Inspection, business buying 
method, 185 
Instability, economic, 203 
Installations, 273 
Institutional advertising, 489 
Institutional markets, 181—182 
Intangibility, 322, 326 
Integrated marketing communications 
(IMC), 460—487. See also 
Promotion 
Intellectual property, 261—262 
Intended strategy, 43 
Intensity, of market coverage, 
403-405 
Intensive distribution, 403—404 
Interactivity, e-marketing and, 
238-239 
Interest, 282-283, 502 
Intermodal transportation, 419, 420 
Internal customers, 44 
Internal marketing, 44—45 
Internal reference price, 354 
Internal search, 148 
Internal sources, of secondary data, 95 
International issues, in marketing 
research, 110-112 
Internationally integrated structures, 
225-226 
International marketing (global 
marketing) 
defined, 200-201 
global organizational structures 
and, 223-226 
levels of involvement in, 218 
mixes, globalization/customization 
(eh DMIs) 
regional trade alliances and 
agreements, 212-217 
International markets (global 
innvewe cee), AO SL, Vil 72 
International Standard Industrial 
Classification (ISIC) System, 192 
International strategic alliances, 
DI \\, YI 
Interpersonal factors, business buying 
decisions and, 191—192 
Introduction stage, 277-278, 314 
Inventory management, 413-414 
Investment, cost plus, 360 
Issue/problem definition, 91—92 
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Jobbers, 449 


Joiners, 252—253 


Joint demand, 187 


Joint ventures, 221-222 
Juices, 294 


Just-in-time (JIT) approach, 414 
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Kinesic communication, 471 
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Labeling, 65, 201, 296, 297-298 
Laggards, 283 
Lanham Act (1946), 66, 289 
Largest corporations, 223 
Late majority, 283 
Latinos, 170. See also Hispanics 
Law firms, social networks and, 246 
Layout, 502 
LED lighting, 281 
Legal forces, 64-67, 205-207 
Legal issues, 259-262, 351, 357, 
420-421 
Legal responsibilities, 73—74 
Level of involvement, 150-151, 218 
Level of product quality, 315 
Liar loans, 74 
Licensing, 219-220, 292 
Lifestyles, 130, 161-162 
Lifestyle shopping centers, 438 
Limited decision making, 151 
Limited-line retailers, 434-435 
Limited-line wholesalers, 450 
Limited-service wholesalers, 
450-451 
Line extensions, 304-305 
Lining, price, 378 
Lobbying, 64 
Local governments, 181 
Local products, 55, 158 
Location, of retail stores, 437-439 
Logistics management, 391 
Long marketing channels, 398 
Long-term pricing objectives, 366 
Low-contact services, 324 
Lower-lower class, 167 
Lower-upper class, 166 
Low-income consumers, 268 
Low-involvement purchases, 
150, 151 
Loyal customers, 468 
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Made-in-Haiti movement, 207 
“Made in ....” labels, 297-298 
Magazines, media class, 499 
Magnuson-Moss Warranty (FTC) 
Act (1975), 65 
Mail-order wholesalers, 451 
Mail surveys, 99-100 
Main Street shopping centers, 438 
Makers, 161 
Manufacturer brands, 287 
Manufacturers’ agents, 399-400, 452 
Manufacturers’ sales branches, 453 
Manufacturers’ sales offices, 453 
Manufacturers’ wholesalers, 453 
Maquiladoras, 212 
Marginal analysis, 345-349 
Marginal cost (MC), 346, 347-348 
Marginal revenue (MR), 347-348 
Market, 36, 119-120. See also 
Business markets; Consumer 
markets; International 
markets; Target markets 
Market-based cost, 360 
Market coverage intensity, 
403-405 
Market density, 129 
Market-growth/market-share matrix, 
37-38 
Marketing. See also Digital marketing; 
E-marketing; Green marketing; 
International marketing 
businesses and, 19 
career opportunities and, 22 
cause-related, 76 
challenges, services and, 326 
components of, 4 
consumer awareness and, 20 
consumer-generated, 241-251 
costs, buyers’ dollars and, 18 
customers as focus of, 3—4 
direct, 441-444 
exchanges, 8—9 
external, 45 
federal laws and, 65—66 
global economy and, 18-22 
green, 21 
guerilla, 472 
harmful products, 40 
internal, 44-45 
nonprofit organizations and, 19 
objectives, pricing decisions and, 
350-351 
technology and, 20-21 
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value-driven, 16—17 
viral, 249, 256, 330, 460, 479-480 
Marketing activities, 18, 46-50 
Marketing channel, 393-406 
members, price decisions and, 351, 
SD 2aoDo 
strategic issues in, 405-411 
Marketing channel captains, 407 
Marketing channel conflict, 408, 409 
Marketing channel cooperation, 408 
Marketing channel integration, 
409-411 
Marketing channel leadership, 
407-408 
Marketing channel management, 392, 
420-421 
Marketing channel partnerships, 406 
Marketing channel power, 407 
Marketing citizenship, 72 
Marketing concept, 10-14 
Marketing control process, 18, 47-49 
Marketing decision support system 
(MDSS), 110 
Marketing environment, 56-71. See 
also Environmental forces 
defined, 9-10 
for international markets, 201—211 
Marketing ethics, 74. See also Ethics 
Marketing implementation, 42—46 
Marketing information gathering/ 
analysis, 108-110 
Marketing information systems (MIS), 
108—109 
Marketing intermediaries, 393, 394, 
396-397, 403 
Marketing management, 17-18 
Marketing mixes 
creating, 40-41 
defined, 4—5 
international, globalization/ 
customization of, 227-229 
pricing decisions and, 351, 352-353 
for services, 325—330 
Marketing objectives, 33-34, 42, 
350-351 
Marketing plan, 29, 41-42 
Marketing research, 88-112, 157, 
257-259 
Marketing strategies 
defined, 29 
implementing, 42-46 
packaging and, 294-296 
planning, 27-54 
strategic planning process and, 
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Market manager, 331 

Market opportunity, 30 

Market orientation, 13-14, 392 

Market potential, 134 

Market segmentation, 122-132 

Market segments, 122, 133-136 

Market share, 36, 280, 368, 369 

Market tests, 139-140 

Markup pricing, 371-372 

Maslow’s hierarchy of needs, 155-156 

Materialism, 482 

Materials handling, 414 

Matrix structure, global, 226 

Maturity stage, of product life cycle, 
277, 279-280 

Meat filling lawsuit, 482 

Media, 498-499. See also Advertising 
campaign; Social media 

Media plans, 495-499 
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Merchant wholesalers, 449-451 
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Mission statement, 32—33 

Mobile apps, 2-3, 7, 239, 242, 266 

Mobile food trucks, 316 

Mobile Loyalty Solution service, 139 

Mobile marketing objectives, 240 

Mobisodes, 39 

Modifications, product, 305-306 

Modified rebuy purchase, 186 

Money refunds, 540 

Monitoring social networks, 251 

Monopolistic competition, 59 

Monopoly, 59, 356 

Monopoly structures, 210 

Moods, 153 

Motivating salespeople, 534-535 

Motives, 155—156 

MRO supplies, 275 

Multinational corporations (MNCs), 
222-223 

Multinational enterprises, 222—223 

Multiple-choice questions, 104 
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Multiple sourcing, 190 

Multiple-unit pricing, 379-380 
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Needs, hierarchy of, 155-156 
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Negative feedback, 258 
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Negotiated pricing, 374 

Negotiation, 181, 185 
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New-business sales, 525 

New ideas, skeptics of, 282 
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306-314 

New-product pricing, 373, 376 

News release, 508 

New-task purchase, 186 

Niche social networking sites, 234 

Noise, 465 

Noncumulative discounts, 358, 359 

Nonprice competition, 341-342 
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Nontariff barriers, 207 
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Nuclear power, 78 
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Obesity, 10, 66, 124, 135, 146, 278 
Objections, overcoming, 523 
Objective-and-task approach, 494 
Observation methods, 104—105 
Odd-even pricing, 380-381 
Off price retailers, 435-436 
Offshore outsourcing, 221 
Offshoring, 220 
Older consumers, 69 
Oligopoly, 59, 60, 209, 356 
Online classified ads, 493 
Online consumer behavior, 251—257 
Online fraud, 261 
Online retailing, 443-444 
Online surveys, 100, 101, 102 
On-site computer interview, 103 
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Operations management, 391 
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Order getter, 525 
Order lead time, 413 
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Order takers, 525-526 
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Partnerships, 183 
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Peak demand, 327 

Penetration pricing, 376 
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Percentage markups, 371-372 

Percent-of-sales approach, 494 

Perception, 153-155 

Perceptual mapping, 317-318 

Perceptual organization, 154 
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Periodic discounting, 375 

Perishability, 323, 326, 327 
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1165239: 307 
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Personality, 160 
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Personal selling, 471, 519-536, 549 

Pets, 146, 165, 234 

Phase-out, 320 
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411-420 
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Piggyback, 419 
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Pioneer promotion, 467 

Pipelines, 418-419 
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Postage-stamp pricing, 360 
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cost-based, 371-372 
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prestige, 342-343, 381 
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promotional, 373, 382-383 
psychological, 373, 378-381 
for public attractions, 371 
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localP 553158 
managing, 304—305 
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tampering, 293, 299, 473 
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Product item, 275-276 
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Product-line pricing, 373, 376-378 
Product manager, 331 
Product mix, 276-277 
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defined, 466 
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Promotional pricing, 373, 382-383 
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Prosperity, 61 
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Reach, 68, 495 
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Rebates, 540 

Receiver, 463 
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See also Promotion 
Sales territories, 535—536 


Sales territories, restricted, 421 


Samples, 98, 279, 541 
Sampling, 97-99, 185 
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